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BMTELLECTUAL PROPERTY SECURITY REG- 
ISTRATION AND THE REPORT OF THE U.S. 
COPYRIGHT OFFICE ON COPYRIGHT AND 
DIGITAL DISTANCE EDUCATION 

THURSDAY, JUNE 24, 1999 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON COURTS AND 

INTELLECTUAL PROPERTY, 
COMMITTEE ON THE JUDICIARY, 

Washington, DC. 
The subcommittee met, pursuant to call, at 2:05 p.m., in Room 

2141, Raybum House Office Building, Hon. Howard Coble [chair- 
man of the subcommittee] presiding. 

Present: Representatives Howard Coble, Elton Gallegly, William 
L. Jenkins, Edward A. Pease, Howard L. Herman, Rick Boucher, 
William D. Delahunt. 

Staff present: Debra Laman, Counsel; Eunice Goldring, Staff 
Counsel; Sampak P. Garg, Minority Counsel; Bari Schwartz, Mi- 
nority Coimsel; and Stephanie Peters, Minority Counsel. 

OPENING STATEMENT OF CHAIRMAN COBLE 
Mr. COBLE. Grood afternoon, ladies and gentlemen. The sub- 

committee will come to order. Today we are here to discuss two im- 
Eortant issues. First we will turn our attention to the report of the 
r.S. Copyright Office on Copyright and Digital Distance Education. 
Next, we will discuss the issue of Federal intellectual property 

secvuity interest registration. 
Distance education, a form of education where students are sepa- 

rated from the instructors by time and/or space, is expanding rap- 
idly on all levels of education and involving all types of students. 
Advanced digital technology has created exciting possibilities in 
education and markets for online educational products. For exam- 
ple, students that are physically removed from an educational in- 
stitution or not able to attend regular classes due to time con- 
straints have the option to enroll in classes on-line. 

With the increased Eunount of distance education there, is also an 
increased amount of copyrighted material traveling on-line, creat- 
ing new risks to the copyright owners. The Copyright Act contains 
provisions outlining permissible uses of cop3Tighted material for 
educational purposes, but they are over 20 years old and may need 
to be updated to ensure a proper bfdance between the rights of 
copyright owners and users' rights of access to information. 

(1) 



In the 105th Congress, the Digital Millennium CopjTight Act of 
1998 was enacted into law. The act instructed the U.S. Copyright 
Office to conduct a study on digital distance education and to re- 
port back to the Congress in 6 months. The Copyright Office re- 
ported to Congress in May 1999. 

The report of the U.S. Cop3Tight Office on Copyright and Digital 
Distance Education is a comprehensive report on the major issues 
surrounding distance education. The oversight hearing on the re- 
port is intended to explore the issues raised by the report and to 
discuss the Copyright Office recommendations for legislation to up- 
date the Copyright Act to facilitate the growth of distance edu- 
cation, yet protect copyright owners' rights. 

The issue of adopting a Federal intellectual property security in- 
terest registration system deals with a complex combination of in- 
tellectual property law and State law of security interests, usually 
the UCC. 

Creators often need financing in order to fund projects, such as 
filming a movie or developing software. Lenders tj^ically obtain a 
security interest in the intellectual property product to protect 
themselves as against other creditors in the event of a bankruptcy. 
Until recently, lenders did this by filing a security interest with the 
Secretary of State in the State where the debtor is located. How- 
ever, two recent cases in the ninth circuit have created uncertainty 
as to how to file a security interest in copyrighted material. These 
cases held that because the Copyright Act provides for recordation 
of transfers of interests in copyrighted works, the Cop3Tight Act 
preempts State law, even as to the filing of security interests. 
Thereiore, in order to perfect a security interest, it would have to 
be filed with the Copyright Office. The resulting confusion among 
creators, lenders, and the U.S. Copyright Office has brought us 
here today. 

We will discuss two proposals to resolve this issue. The American 
Bar Association has proposed a comprehensive and uniform system 
for all types of intellectual property. The Commercial Finance Asso- 
ciation has proposed an interim fix that would reverse the ninth 
circuit cases until more comprehensive legislation is enacted. It is 
important for Congress to ensure that United States creators are 
able to get financing for their projects and that lenders feel safe in 
backing them. 

I am now pleased to recognize the ranking member of the sub- 
committee, the gentleman fi-om California, Mr. Howard Herman. 

Mr. BERMAN. Thank you very much, Mr. Chairman, for holding 
this oversight hearing. One of the most exciting and important as- 
pects of the information age is the ability to provide education to 
those who currently have no means to obtain an education, either 
for economic or geographic reasons, and to expand and improve the 
access to education to those who have presently less than ideal ac- 
cess. 

I know that kids in my district need greater opportunity to make 
the school-to-career transition. These kids have a wide variety of 
choices to get an education that can help them move into produc- 
tive csireers in electronics, the building trades, culinary or comput- 
ing. Many of these kids don't want to go to a university. Everybody 
who wants to go to a university should be able to, but many want 
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something different. I see a role for distance education in meeting 
this need. 

I know that in communities throughout the U.S., distance edu- 
cation can substantially improve the quality and variety available 
in education. And I certainly appreciate the possibilities of provid- 
ing education to people who don't have access to any education 
here in the United States and in underdeveloped and developing 
coimtries throughout the world. So I have great hope and expecta- 
tion for the development of new and better distance education pro- 
grams. 

I do have some questions about the need at this particular mo- 
ment for a change in copyright law to accommodate this growing 
field. 

In setting the stage for its recommendations, the Copyright Of- 
fice, fi-om whom we shall hear in a moment, observes that edu- 
cation through digital means is rapidly growing and, quote, "Grow- 
ing pains must be tolerated to give market mechanisms the chance 
to evolve in an acceptable direction," end of quote. They also ob- 
serve that, quote, "Sophisticated technologies capable of protecting 
content are just now in development or coming to market," end of 
quote, and quote, "Licensing systems are evolving. The challenge in 
making recommendations at this time is to determine how to set 
policy during such a period of flux," end of quote. 

And they further note that if technology were further along, 
broadening exemptions could be less dangerous to copyright own- 
ers. If licensing were further evolved, broadening exemptions could 
be less important for educators. 

I imderstand the reasoning for some of the changes the Copy- 
right Office is proposing and I am not suggesting that aspects of 
these proposals are without merit. With the explosion of digital 
communications, we have to reexamine how cop)^ght law applies. 
But in each case, with the rapid development in technology, we 
should first ask: Is now the right time for government to become 
involved? If this industry is in its infancy, growing pains are ex- 
pected and technological mechanisms are just around the comer, is 
now the time for legislation? Do we have a good perspective on the 
landscape of distance education? In this rapidly changing land- 
scape, we should be careftil in altering the longstanding laws pro- 
tecting the rights of intellectual property owners. And fi-om reading 
the Supreme Court decision in this morning's paper, it doesn't mat- 
ter what we do anyway as to a large number of potential distance 
educators. 

But a second question I would ask is: If we find the time is right 
for legislation, then are the Copyright Office's recommendations in 
order? Are they the ones we should proceed with? 

Mr. Chairman, I note in our audience today one witness and one 
non-witness but two former members of this committee, two very 
distinguished and excellent members of this committee, Ms. 
Schroeder and Mr. Mazzoli, and it is good to see both of them 
again. It brings back old times, some of which when we were on 
that side of the aisle. 

Thank you very much for holding the hearing again. Chairman 
Coble. I look forward to the witnesses. 



Mr. COBLE. Thank you, Howard. I want to reiterate what Mr. 
Barman said about Pat and Ron, it is good to have them both. They 
both served on this committee, as Mr. Berman said, and they will 
be recognized in more detail subsequently. 

I am going to have to meet with constituents at two different 
points in this hearing, so don't think that my brief absence indi- 
cates lack of interest. I will either ask Mr. Berman, or if one of my 
Republican colleagues shows up, to chair in my absence. 

You all know that we pretty rigidly adhere to the 5-minute rule. 
I have been taken to task by some people about that, because they 
didn't know that all witnesses are told prior to coming here that 
they are asked to reduce their oral testimony to 5 minutes. Now, 
folks, that is not to say that we are going to cut you off in the mid- 
dle of a sentence or that we will haul in the U.S. Marshal to appre- 
hend you if you go 6 or 7 minutes, but when that red light illumi- 
nates in your eye, that is an indicator to you that it is about time 
to wrap it up. Now, your written testimony, folks, will be examined 
in detail; has been and will be. 

Our first witness is unknown probably to no one in the room. Or, 
if so, the uninformed have been living under a rock. We are pleased 
to welcome back the Honorable Marybeth Peters who is the Reg- 
ister of Copyrights for the United States. She has also served as 
acting general counsel of the Copyright Office and as chief of both 
the examining and information and reference divisions. She has 
served, as well, as a consultant on copyright law to the World Intel- 
lectual Property Organization and authored The General Guide to 
the Copyright Act of 1976. The subcommittee has copies of Ms. Pe- 
ters' testimony which, without objection, will be made part of the 
record. And, Ms. Peters, it is good to have you back in 2141. 

STATEMENT OF MARYBETH PETERS, REGISTER OF COPY- 
RIGHTS, COPYRIGHT OFFICE OF THE UNITED STATES, THE 
LIBRARY OF CONGRESS 
Ms. PETERS. Thank you, Mr. Chairman, members of the sub- 

committee. I am pleased to be here to testify on our recommenda- 
tions with respect to digital distance education. You noted that we 
delivered our report in May, and we did make a number of rec- 
ommendations to update current educational exemptions to cover 
certain educational activities taking place through digital tech- 
nologies. 

As we said, distance education in the United States is vibrant 
and burgeoning. While the concept dates back to the correspond- 
ence courses of the 19th century, it is the capabilities of digital 
technology to deliver instruction to students removed fi'om the in- 
structor in time and space that has vastly increased its appeal and 
potential. 

Today's digital distance education involves copjTighted works 
being used in new ways, providing new benefits for students and 
teachers, but also posing new risks for copyright owners. Edu- 
cational institutions and copyright owners see distance education 
as a potentially lucrative market. Licensing of copyrighted works in 
this market will be important. However, exceptions and fair use 
play a role. 



In considering these issues, we focused on two exemptions appli- 
cable to educational uses: their use and the specific exemption in 
110 for educational broadcasting. This provision was written more 
than 20 years ago, before the advent of computer networks and 
personal computers. The question is whether it still strikes the ap- 
propriate balance of interest. 

This analysis that we did was complicated by time. It is a time 
of rapid development in both technologies and markets. Many of 
the concerns on all sides stem from the inability to depend on effec- 
tive fiinctioning of technological protection and licensing mecha- 
nisms. The tools for both exist today. It will become clearer in the 
next few hours how successfiilly they can be integrated into the 
real world of distance education. 

As a fiandamental premise, the Office believes that emerging 
markets should be permitted to develop with minimal government 
regulation. This does not mean, however, that the law must remain 
frozen. When a statutory provision that is intended to balance in- 
terest becomes obsolete due to changes in technology, it may re- 
quire updating if the policy behind it is to continue. In our view, 
if that basic policy balance struck in 1976 is to continue, section 
110(2) must be updated. 

We recommended several changes and additions to the law and 
also some legislative history. First, we said update the exemption 
to accommodate the technical requirements of digital transmission 
over computer networks by making it clear that the term "trans- 
mission" in section 110(2) covers such transmission, and by expand- 
ing the rights to cover in the exemption those that are needed to 
accomplish computer network transmission to the extent techno- 
logically required. 

Second, eliminate the physical classroom requirement in section 
110(2). Because instruction can take place anywhere, this limita- 
tion has become obsolete. We recommend permitting transmissions 
to students officially enrolled in the course, regardless of their 
physical location. 

Third, add language that focuses more clearly on the concept of 
mediated instruction. This would ensure that the performance or 
display is analogous to the type of performance or display that 
would take place in a live classroom. 

Fourth, because digital transmission poses far greater risks of 
uncontrolled copying and dissemination, add a number of safe- 
guards as conditions on the apphcability of an expanded exemption. 
These include permitting the retention of transient copies only to 
the extent that they are necessary to accomplish this transmission. 

Because I see the yellow light going on, I am just going to quick- 
ly say that we also have a recommendation with regard to retain- 
ing the nonprofit requirement for eligibility and adding a section 
to 112 for ephemeral recording. Our most controversial rec- 
ommendation has to do with expanding categories of works that 
are to be covered by an exemption, and then we deal with fair use 
and say that we tfaank that additional legislative history would be 
helpful. 

What I would like to do is turn to, because you asked me to do 
a second topic which had to do with perfecting security interest  



Mr. COBLE. If you will suspend a minute. You have been very 
diligent in your previous visits here and have never abused the 5- 
minute rule, and since you are addressing two topics, we will cut 
you some slack. 

Ms. PETERS. Thank you. Two very complicated topics, I might 
add. I have been asked to present our views on the proposal by a 
task force of the American Bar Association for a Feaeral Intellec- 
tual Property Security Act. The proposal, as you noted, is in re- 
sjponse to issues raised by the 1990 Peregrine case. That case held 
that the only way to perfect a security interest in copyrighted 
works was to record the security interest in the Copyright Office. 
The basic holding was unremarkable and, we believe, correct. In 
fact, the drafters of the 1976 act intended that all assignments of 
copyrights, including security interests, be recorded in the Copy- 
right Office in order to create a single comprehensive registry of 
claims to copyright and of transfers of copyright ownership. 

Nevertheless, Peregrine was not received favorably in many quar- 
ters, especially by lenders who prefer to perfect their security inter- 
est and copyright under State law by filing UCC-1 forms with sec- 
retaries of state. 

The proposal apparently is designed to address the concerns of 
lenders who wish to avoid the more exacting requirements of the 
office's recordation system and instead to utilize the much easier 
but much less informative UCC system. It also addresses the con- 
cerns of some copyright owners who believe it would be easier to 
borrow funds that they need if their lenders can perfect their liens 
using the UCC system. 

The proposal would permit lenders to perfect security interests in 
copyrights, in fact all Federal intellectual property rights, with a 
UCC ffiing at the State level. Alternatively, they could perfect their 
security interest by filing something called a Federal financing 
statement, something similar to a UCC-1, with the Copyright O^ 
fice or, for that matter, with the Patent and Trademark Office or 
the Plant Variety Protection Office if the seciirity interest pertains 
to the rights administered by those offices. 

The current system for recording transfers of copjnight other 
than security interest would not be altered except that the 1-month 
grace period for filing a document would be eliminated in favor of 
a first-to-file system. Transfers secured through a default of a secu- 
rity interest would be recorded by filing financing statements rath- 
er than recording the actual document of transfer. 

We contacted representetives of a number of copyright industries 
to hear their views on the current system and the ABA proposal. 
Despite the publicity that has been given over the past few years 
to the criticism of Peregrine, we learned that most copyright owners 
are satisfied with the basic fi-amework of the current system, even 
after Peregrine, and that they oppose the ABA proposal. The con- 
sistent theme was that copyright owners prefer the convenience of 
being able to search all rights pertaining to a copyright in a single 
office rather than having to search our records as well as wie 
records of one or more State secretaries of state. They also prefer 
having access to the actual document of transfer so that they can 
determine for themselves what rights have been secured or trans- 
ferred, rather than having access only to a financing statement 



that is much less informative. And they prefer the current system 
that records rights in specific works rather than a system based on 
vague statements of hens on a party's intangibles or intellectual 
property rights. 

We do not profess to be experts in secured transactions nor do 
we presume to speak to the merits of the proposal insofar as it may 
address the needs of reforms in the patent and trademark areas. 
Based on our experience and expertise in administration of the 
copyright law, we do have serious concerns about the changes that 
the proposal will impose on the current system. 

Some of our particular concerns which are set forth in greater de- 
tail in our written testimony are, one, the proposed changes in the 
system for recording copyright transfers other than security inter- 
ests. Two, permitting perfection of security interest without requir- 
ing specific identification of the work secured. Three, making £in 
exception for security agreements to the requirement that the ac- 
tual document embodying the transfer of copyright be submitted 
for recordation. Finally, we are also concerned that the proposal 
provides for the coexistence of dual State and Federal systems for 
recordation of security interest. 

We are certainly not here to defend the current system as per- 
fect. We know that some needs of lenders and copyright owners are 
not being met. For example, the current system does not address 
the problem of after-acquired property, an issue of particular inter- 
est to venture capitalists and start-up companies. We do not, how- 
ever, come here with a solution to the problem. The proposal is de- 
signed to address that solution, but it does so in a way that to meet 
the needs of one segment of copyright owners and their lenders, it 
would seriously weaJcen a system that serves the needs of the vast 
majority. 

Although we believe that the ruling in Peregrine was fundamen- 
tally correct, we do not believe that a correct reading of current law 
necessarily supports the conclusion that Federal copsoight law pre- 
empts State methods of perfecting security interests in accounts re- 
ceivable relating to copyrights. We understand that much of the 
dissatisfaction relates to that part of the case. 

Serious consideration should be given to clarifying that security 
interests in royalties and receivables may be recorded at the State 
level, even though a copyright may be lurking in the background. 
We also recognize that secured lenders desire to establish the prior- 
ity of their liens vis-a-vis other lenders by resorting to the UCC 
system that they use every day. We do not believe that it would 
necessarily do violence to the statutory scheme if security interests 
could be perfected at the State level for the limited purposes of es- 
tablishing priority among competing security interests. However, 
we beUeve that a secured creditor who wishes to secure his rights 
against the entire world, including those who have purchased 
rights in a cop)rrighted work, should be required to use the office's 
centralized system. 

In conclusion, we believe that enactment of the ABA proposal 
would change many established practices which continue to serve 
the interest of most copyright owners and others who need access 
to  information  about  copyright owners.  We  would  not oppose 



8 

changes where a broad consensus has been achieved but we believe 
that many of the changes proposed are controversial. 

Today's hearing serves a useful function as a starting point for 
discussion and debate about these issues, but we believe any 
changes should be considered only after a careful study of the cur- 
rent system of the needs of copyright owners, creditors, and other 
users of the recordation system, and of the desirability and feasibil- 
ity of changing the system that has so long served the interest of 
the copyright community. 

Thank you. 
Mr. COBLE. Thank you, Ms. Peters. 
[The prepared statement of Ms. Peters follows:] 

PREPARED STATEMENT OF MARYBETH PETERS, REGISTER OF COPYRIGHTS, COPYRIGHT 
OFFICE OF THE UNITED STATES, THE LIBRARY OF CONGRESS 

Mr. Chairman, members of the Subcommittee, I am pleased to testify today on 
a proposal of the American Bar Association Joint Task Force on Security Interests 
in Intellectual Property labeled the "Federal Intellectual Property Security Act." 
While it is widely known that the Copyright Office has registered copyright claims 
since 1870, it is less commonly known that this Office has also recorded transfers 
of copyrighted materials from that date. Today, transfers of huge catalogs or Ubrar- 
ies of copyrighted works occxir frequently. Recordation of transfers—including secu- 
rity interests—is one of the core functions of the Copyright Office. 

Our testimony today is based upon our expertise and experience in the adminis- 
tration of copyright law. We do not profess to be experts in the law or business of 
secured transactions. Nor would we presume to speak to the merits of the ABA pro- 
posal insofar as it may address needed reforms in the patent and trademark laws. 
In preparing for this hearing, we have consulted with representatives of various seg- 
ments of the copyright community who have a stake in the system of recordation 
of transfers of interests in copyrights. We also recognize that lending institutions 
have an interest in a system that reliably and efficiently provides constructive no- 
tice of interests in copyrights, including security interests. We hope that today's 
hearing will represent the beginning of a dialog between those who beUeve that the 
frtunework of the current system is fundamentally sound—a view that we believe 
is shared by most copyright owners—and those who perceive a need for a system 
that better accommodates the requirements of their lending practices. 

As I have suggested, it is the Cop)Tight Office's understanding that some busi- 
nesses producing copyrighted property and many financial institutions may support 
the ABA proposal. However, the Copyright Office also believes that the current rec- 
ordation system, which requires the submission of actual documents and makes 
them part of the public record, is preferred by most copyright owners. Additionally, 
many prefer that constructive notice be limited to documents that specifically iden- 
tify works and support the requirement that the work identified in the dociunent 
be registered. I believe these are real strengths of the current system. 

BACKGROUND TO COPYRIGHT RECORDATION 

The current copyright recordation system had its origins in the first copyright 
statute assigning copyright responsibilities to the Librarian of Congress, in the 
Copyright Act of 1870,^ section 89 [later recodified as section 4955] provided as fol- 
lows: 

That copyrights shall be assignable by law, by any instrument of writing, and 
such assignment shall be recorded in the Office of the librarian of Congress 
within sixty days after its execution, in default of which it shall be void as 
against any subsequent purchaser or mortgagee for valuable consideration, 
without notice." 

Courts interpreting the provision ruled that the requirement of recordation was 
mandatory.^ 

116 Stat. 212; 4l8t Cong., 2d Seas., c. 230 sections 85-111 (1870). 
''Brady v. Reliance Motion Picture Corp., 229 Fed. 137 (2nd Cir. 1916Xinterpreting the provi- 

sion in the 1870 Copyright Act). 



The 1909 Copyright Act enlarged the grace period but otherwise maintained the 
essence of the previous recordation system.' Section 44 [later recodiiied as section 
30] provided as follows: 

"Every assignment of copyright shall be recorded in the copyright office within 
three calendar months after its execution in the United States or within six 
months after its execution without the limits of the United States, in default 
of which it shall be void as against any subsequent purchaser or mortgagee for 
a valuable consideration without notice, whose assignment has been duly re- 
corded." 

As with the 1870 Act, courts interpreted the recordation provision in the 1909 Act 
to be mandatory.'' With respect to mortgages, the Second Circuit ruled in 1921 that 
copjrrights can only be mortgaged under the federal copyright law.-'' 

Based on our review of the Background to the adoption of the general revision of 
the Copyright Act in 1976, it seems clear that Congress intended to create a federal 
system of copyrighted works which included a registry of claims to copyright and 
of transfers of copyright ownership. The 1961 Report of the Register of Copyrights 
on copyright law revision noted that although the previous law's requirement of rec- 
ordation m the Copyright Office applied only to assignments," it was not entirely 
clear under that law whether "assignments" included exclusive licenses or other 
transfers of less than all rights. The Report proposed that the law be clarified to 
state that other instruments, such as wills, trust indentures, decrees of distribution, 
mortgages and discharges, and corporate mergers should be considered transfers of 
copyright ownership. The Office recommended that the new statute specifically 
cover exclusive licenses and all other transfers of ownership. (Emphasis added).^ 

The Register stated that the purposes of a recordation system for copyright trans- 
fers were: 

(1) to enable a transferee to give constructive notice to all third persons of the 
transfer of ownership to him; and 

(2) to enable third persons to determine fi^m the record who is the owner.'' 

These goals were also enumerated by Alan Latman in his study of the recordation 
system.** To meet these goals, the recordation system had to embrace all instru- 
ments by which the ownership of copyright is transferred in whole or in part. The 
Report of the Register stated that "records of copyright ownership are particularly 
important in view of the nature of copyright as a form of intangible and incorporeal 
property not capable of physical possession." ^ 

With respect to what should be filed, the Office stated that there "should be prac- 
tical assurance that the instrument recorded is precisely the same as the one exe- 
cuted." '" Therefore, the Office recommended that the statute explicitly require that 
any instrument filed for recordation bear the actual signature of the person execut- 
ing it or a sworn or official certification that it is a true copy. The Office stated that 
constructive notice should be confined to the facts specified in recorded instruments. 
Unrecorded documents could not get such effect. Moreover, the Office rejected blan- 
ket transfers. The Register's Report stated that "in some cases a recorded transfer 
will cover 'all the copyrights' owned by the transferor with no identification of the 
individual works," and concluded that constructive notice should be confined to 
copyright in works specifically identified by the recorded instrument. Otherwise, it 
mi^t be "extremely difficult and time-consuming for a third person to ascertain 
whether the copyright in a particular work is covered by such a blanket transfer."'' 

The transfer provisions in the current law reflect the goals and recommendations 
of the Register. They were determined early in the revision process; the recordation 

3 Act of March 4, 1909. ch. 320. section 44, 35 Stat 1075, 60th Cong. 2d. Seas. (1909). 
*Photo Drama Motion Picture Co. v. Social Uplift Film Corp., 213 Fed. 374 (S.D.N.Y.), affd, 

220 Fed. 448 (2ncl Cir. 1915). 
»/n re LeslieJuc^e Co.. 272 Fed. 886 (2nd Cir. 1921). 
* Report of the Register of Copyrights on the Genera] Revision of the U.S. Copyright Law, 

House Committee Print, 87th Cong. 1st Sess. p. 94-95 (1961). 
'W., p. 95. 
'Alan Latman, The Recordation of Copyright Assignments and Licenses, Copyright Office 

Study No. 19, Committee Print, Subcomm. on Patents, Trademarks, and (jopyrights. Senate 
Comm. on Judiciary, 86th Cong. 2d Sess. p. 119 (1960). The Latman study was one of 35 copy- 
right law revision studies prepared for the Senate Subcommittee on Patents, Trademarks and 
Copyrights under the supervision of the Copyright Office. 

'Report of the Register of Copyrights on the (jeneral Revision of the U.S. Copyright Law, 
House Committee Print, 87th Cong. 1st Sess. p. 95 (1961). 

'o/d. p. 96. 
"Id. 
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provision of the first revision bill in 1964 was virtually identical to section 205 of 
the current law.'^ During the next twelve years (i.e., up to and including the pas- 
sage of the Copyright Act of 1976), this section generated no controversy. 

Today processing transfers of copyright ownership involves several steps. The 
original document that transfers cop3fri^t ownership which bears the actueu signa- 
ture of the person who executed it must be submitted for recordation; alternatively, 
a copy of the document may be submitted if it is accompanied by a sworn or official 
certification that it is a true copy of the original signed document. A Document 
Cover Sheet may be used to facilitate the cataloging process. Documents are veri- 
fied, numbered, cataloged, and imaged for the public record. Certificates of recorda- 
tion are issued; they bear the date of recordation and the volume and document 
number identifying the recorded document. ^^ The originad document is returned to 
the sender with the certificate. An online record is created of recorded documents 
which is searchable by parties and titles. In addition, registration numbers, if any, 
the nature of document, the date of execution and other bibliographic data appear- 
ing in the document are included in the online record. Processing time is currently 
about 6 months. 

Before 1990, no question had been raised about the scope of the recordation provi- 
sion. That changed with the decision of/n re Peregrine Entertainment Ltd., 116 B.R. 
194 (CD. Cal. 1990), which held that the only way to perfect a security interest in 
cop3Tighted works was to record the security interest with the U.S. Cop3Tight Of- 
fice. This was the intent of the drafters of the 1976 Act. However, after Peregrine 
some questioned whether section 205 of Title 17 was intended to be the sole method 
of perfection for security interests in copyrighted works. Moreover, the banking in- 
dustry apparently believes the UCC filing system for security interests should play 
a prominent role in financing arrangements regarding copyrighted property. 

The Peregrine decision was followed by two additional cases with similar holdings. 
In re AEG Acquisition Corp., 127 B.R. 34 (Bank. CD. Cal. 1991), amended, 161 B.R. 
50 (9th Cir. BAP 1993); In re Avalon Software, Inc., 209 B.R. 517 (Bank. D. Ariz. 
1997). Recently, the United States Court of Appeals for the Ninth Circuit held in 
Broadcast Music. Inc. v. Hirsch, 104 F.3d 1163 (9th Cir. 1997), that an assignment 
to creditors of an interest in royalties frt)m a copyrighted work is not a transfer of 
copyright ownership or a "document pertaining to a copyrirfit" under section 205, 
and therefore need not be recorded with the Copyri^t Office. The Court distin- 
guished Peregrine as a case involving a security interest in a copyright subject to 
recordation under section 205. 

The Peregrine decision stimulated a study of the recordation system and a move- 
ment towards reform. The proposed Copyright Reform Act of 1993, H.R. 897, 103rd 
Cong. 1st Sess., would have permitted perfection of security interests by either a 
UCcf filing or recordation with the Copyright Office. The bill also proposed other 
changes, such as the elimination of the requirement that the work be registered in 
order to be accorded constructive notice. Register of Copyrights Ralph Oman did not 
oppose reversing the Peregrine decision, but advised against making precipitous 
changes without adequate study, i"* The American Bar Association and other inter- 
ested groups testified in favor of reform, but desired a more comprehensive reform 
incorporating a registry of security interests in all intellectual property including 
patents and trademarks.'* The provisions were deleted from the proposed legislation 
in order to study whether a single system could be developed.'^ 

THE ABA PROPOSAL 

The ABA proposal would create a dual system permitting the perfection of secu- 
rity interests in federal intellectual property through a UCC filing at the state level 
or a filing of a new t3T)e of "federal finemcing statement" at the federal level. The 
proposed system would be radically different than the present system. 

UCC filing systems are maintained by the Secretaries of State of the various 
states; under the ABA proposal, security interests filed at the state level would be 

'2H.R. 11947, 88th Cong. 2nd Sess., §18; S. 3008, 88th Cong. 2nd Sess., §18. 
"37 C.F.R. § 201.4(e) provides, in pertinent part, "The date of recordation is the date when 

a proper document under paragraph (c) of this section and a proper fee under paragraph (d) 
of this section are all received in the Copyright Office." 

"Copyright Reform Act of 1993; Hearings on H.R. 897 before the Subcomm. on Intellectual 
Property and Judicial Administration of the House Comm. of the Judiciary, 103rd Cong. Isl 
Sess. 232 (March 4, 1993) (Written Statement of Ralph Oman, Register of Copyrights). 

"Copyright Reform Act of 1993: Hearings on H.R. 897 before the Subcomm. on Intellectual 
Property and Judicial Administration of the House Comm. of the Judiciary, 103rd Cong. Ist 
Sess. 160 (March 4, 1993) (Written Statement of J. Michael Cleary). 

'«H.R. Rep. No. 103-388, 103rd Cong. 1st Sess. 21 (1993). 
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filed in the state where the debtor lives. Alternatively, under section CbX2XB) of the 
proposal, holders of security interests in federal intellectual property would also 
nave the option of filing a federal financing statement with the appropriate federal 
intellectual property agency. The federal financing statement, whicn would broadly 
describe the covered intellectual property rights, would encumber all cop3Tighte 
owned by the debtor without specifying actual works. The proposal encourages the 
Copyright Office and the Patent and Trademark Office to create a system of joint 
adrmnistration; it does not mandate one unitary system. Priority between state fil- 
ings and federal filings would be given to the first-to-file. 

While the basic system for recording transfers of copyri^t under section 205 
would remain the same, in two areas there would be important changes. First, the 
one-month grace period in section 205 would be eliminated in favor of a first to file 
system. Second, procedures for recording transfers secured through a default of a 
security interest would be substantially different from the requirements for record- 
ing other transfers. 

CONCERNS OF THE COPYRIGHT OFnCE 

In preparation for this hearing, we met with representatives of a number of copy- 
right inaustries. They stated their preference for a continuation of the present sys- 
tem. We asked what the problem was that the ABA proposal was trying to address; 
they indicated it was after acquired property, i.e., the needs of venture capitalists 
and the needs of start-up companies seeking investment capital. When we asked 
how they dealt with works that have yet to be created, a representative of a m^or 
motion picture company stated that periodic registrations are made for the work as 
it progresses (e.g., registrations of various versions of a screenplay). We recognize 
that this may not be a solution for all of the copyright industries. 

In our meeting, a number of concerns were expressed. One had to do with the 
proposal to have only a financing statement which might simply refer to intangibles 
and not include any specific titles. A second had to do with tne fact that the actual 
document would not be on file in any public place. As our comments will indicate, 
we share these concerns. The copyright owners sdso expressed other concerns which 
I sun sure they will bring to your attention. 

We believe that most copyright owners oppose elimination of the exclusivity of the 
federal copyright system. At this point, it appears that for the sake of clarity and 
simplicity a federal system is better than coexisting federal and state systems. 
Clearly, the ABA's proposal represents a radical change in the recordation system. 
It deserves a fiill and deliberate study. Later in this testimony, I will mention a cou- 
ple of ways in which the current system might be modified to accommodate the 
needs of lenders. 

The Copyright Office has comments on a number of aspects of the ABA proposal, 
including: (1) changes in the section 205 system for recording copyright transfers 
other than security interests; (2) permitting perfection of security agreements with- 
out requiring specific identification of the works by titles or registration numbers; 
(3) making an exception, for security agreements, to the requirement that the actual 
document embodying the transfer of copyright be submitted for recordation; (4) the 
interplay between state UCC systems and the federal system; (5) the feasibility of 
and need for a joint administration of the system of recording security interests in 
federal intellectual property; and (6) administrative burdens posed by the proposed 
system. Our specific comments in these six areas are as follows: 
1. Changes in the section 205 recordation system under the copyright law. 

The ABA proposal would modify the section 205 recordation system in two areas. 
First, the one-month (two months for documents executed outside the United States) 
grace period in section 205(d) would be eliminated in favor of a first to file system. 
Secona, procedures for recording transfers secured through a default of a security 
interest would be substantially different from the requirements for recording other 
transfers. 

The current system giving priority to the first to execute, with a grace period for 
recordation, has been in place since 1870. The system provides that between two 
conflicting transfers, the first purchaser is protected as long as the transfer is re- 
corded, in the manner requirea to give constructive notice, within one month of its 
execution in the United States or two months after its execution outside of the 
United States, or at any time before recordation in such manner of the later trans- 
fer. Otherwise, the later transfer prevails if it is recorded first in the manner to give 
constructive notice provided it was taken in good faith and without notice of the ear- 
lier transfer. The ^A proposes going to a first to record system. There are advan- 
tages to the ABA proposal. A system with a grace period means that a prospective 
purchaser cannot he completely certain that the silence of the record insures his 
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protection. He cannot detect from the record an earlier purchase that has not been 
recorded; and the later recordation of the prior purchase will defeat him if takes 
place within one month after its execution. 

On the other hand, the concept of an initial grace period is deeply rooted in U.S. 
copyright law. See Latman, Study No. 19 at 121. Latman notes that the draflers 
of the Uniform Conditional Sales Act in 1922 provided for a 10 day period during 
which a purchaser was protected sigainst subsequent purchases even if he had not 
yet recorded; this was warranted by considerations of distance and unavoidable 
delays. Latman went on to note that such considerations were less persuasive in 
light of modem facilities for transmission of documents but that recordation in 
Wjishington, D.C. for transactions occurring throughout the United States might 
call for some grace period. 

It is difficult to predict what the effect of abolition of a grace period would be. 
Despite tremendous advances in communication and transportation, a document ex- 
ecuted today in Washington, D.C. can be submitted for recordation before a docu- 
ment executed yesterday in Moscow or even Los Angeles. The factors that justified 
a grace period in the 1870, 1909 and 1976 Acts may still be present today, although 
even proponents of the grace period cannot deny that the length of the period could 
be shortened considerably. 

With respect to recordation of transfers secured through default of security agree- 
ments, section 3(b)(4XG) would establish special procedures based on recording fi- 
nancing statements rather than the actual security agreements. Thus, for transfers 
of ownership that result from such defaults, the public record would be confined to 
a statement by the secured party identifying what was transferred as a result of 
the default. This would be in contrast to the public record for all other types of 
transfers, which would still require the recordation of the actual document of trans- 
fer. The result could be an impairment of the comprehensiveness and integrity of 
the public records of copyright ownership. 

Moreover, the Office would have to establish different procedures with respect to 
records of transfer of ownership, depending upon whether the transfer was in exer- 
cise of a secured part/s post-default rights or remedies. Administratively, it is dif- 
ficult and burdensome to establish different procedures according to the type of doc- 
ument which is being recorded. We see no reason to abandon the current leged re- 
quirement that the actual document be submitted; in fact, we regard the require- 
ment to be a strength of the current system. The Copyright Office therefore has se- 
rious concerns about the creation of a second category of procedures within section 
205. 
2. The perfection of security agreements not limited to specific titles of registered 

works. 
Ideally, a public record of copyrighted works should permit title searches to ascer- 

tain who owns rights in a particular work, and the nature of those rights. That is 
the clear goal of the current system, which allows any document to be recorded, but 
gives constructive notice only to documents which specifically identify works by title 
or registration number. Recordation of transfers pertorms a vital informational func- 
tion; titles of works covered by a transfer are extremely important and seem indis- 
pensable if the recording system is to be effective. 

Under the ABA proposal, federal financing statements making general statements 
as to "intangibles" or "intellectual property" would cover all copyrights owned by the 
debtor. Since there is no requirement that federal financing statements identify the 
specific property which the statement covers, it would be impossible to ascertain 
through a search of the public record the works encumbered by the financing state- 
ment. As a result, clearing titles through a search of the public record covild become 
impossible. Adding to the complexity would be the perfection of security interests 
in federal intellectual property which had been secured at the state level through 
UCC filing. We discuss this below. 
3. The lack of recordation of the actual security agreement, which best defines the 

rights of the parties. 
As mentioned above, the documents submitted for recordation are reproduced and 

maintained in the Copjfright Imaging System. Before October, 1997, they were re- 
produced on microfilm. Retrieving dooiments is a central feature of the public 
record, enabling a determination of the precise language used by the parties in 
transferring, allocating or enciunbering various rights. We believe there are clear 
advantages to a pubUc record that provides public access to the very document that 
accomplishes a transfer of rights, rather than mere access to one party's character- 
ization of the rights transferred to that party. 
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Under the ABA proposal, recordation of security agreements in either the federal 
system or the state UCC system would be accomplished by submission of a fairly 
simple financing statement completed by the financial institution. There is no re- 
quirement that the debtor sign the financing statement, and inaccuracies do not in- 
validate the filing "as long as such errors or omissions are not seriously misleading." 
The fact that the debtor would have no input to the fihng of financing statements 
raises the possibility of abuse. Third parties interested in knowing what rights have 
been encumbered would find little useful information in the public record; there 
would be no means to gain access to the actual security agreement (and the lan- 
guage therein which states what rights are being encumbered) or to learn anything 
beyond the general description such as "intangibles" or "intellectual property." We 
recognize that there would be legal advantages for the financing institution to de- 
scriTC the encumbered property as broadly as possible, but we believe that those ad- 
vantages would be outweigned by the disadvantages described above. 
4. The interplay between state UCC systems and the federal system. 

On previous occasions, the Copyright Office has not objected to proposals to over- 
rule the Peregrine decision through statutory modification of the copyright law. This 
position was cased on an assumption that this was what copyright owners as well 
as lenders wanted. However, aftier conferring with copyright owners we have con- 
cluded that there is no consensus that Peregrine should be overturned. Moreover, 
the ABA'S proposed two-level system that would replace the current system seems 
unduly complicated. 

Judge Kozinski noted in Peregrine that a recording system works by virtue of the 
fact that interested parties have a specific place to look in order to discover with 
certain^ whether a particular interest has been transferred or encumbered. He 
wrote, [t]o the extent there are competing recordation schemes, this lessens the 
utility of each. . . ." •' He stated that "[i]t is for that reason that parallel recorda- 
tion schemes for the same types of property are scarce as hen's teeth. ... No use- 
ful purposes would be served—indeed much confusion would result—if creditors 
were permitted to perfect security interests by filing with either the Copyright Of- 
fice or state offices. '" He added, "if state methods of perfection were valid, a third 
party (such as a potential purchaser of copyright) who wanted to learn of any en- 
cumbrances thereon would nave to check not merely the indices of the U.S. Copy- 
right Office, but also the indices of any relevant secretary of state. Because copy- 
rights are incorporeal—they have no fixed situs—a number of state authorities 
would be relevant. Thus, interested third parties could never be entirely sure that 
all relevant jurisdictions have been searched." He found that such a system could 
hinder the purchase and sale of copyrights and fhistrate Congress's policy that copy- 
rirfits be readily transferable in commerce.'^ 

We believe that Judge Kozinski made a compelling case for a single federal re- 
cording system for transfers of copyrights, including security interests. However, the 
single system need not necessarily be as comprehensive as suggested in Peregrine. 
We recognize at least two areas where there may be room for the filing of security 
interests with the states rather than with the Copyright Office: (1) security interests 
in receivables, and (2) recordation of security interests for purposes of constructive 
notice to other secured creditors, as distinguished from constructive notice to other 
assignees. 

The Copjright Office agrees that the Peregrine decision, insofar as it relates to 
recordation of^security interests in copyrights themselves, reflects the copyright law. 
Until Peregrine, there was no dissatisfaction of which we are aware with the rec- 
ordation provisions of the law. We are aware that the banking community and some 
copyright owners believe that the Peregrine decision should be overturned, and we 
recognize that they are motivated by legitimate concerns. There may be gaps in the 
current system that should be addressed. 

One controversial aspect of Peregrine is Judge Kozinski's conclusion that federal 
copyright law preempts state methods of perfecting security interests not only in 
copyrights, but also in related accounts receivable.'^^ We do not believe section 205 
necessarily requires that conclusion, and we do not believe that the policies underly- 
ing section 205's centralized recordation system necessarily require such a result. 
The Ninth Circuit may have undercut this aspect of the Peregrine ruling in Hirsch 

"116B.R.200 

^See, e.g., A. Haemmerli, 'Insecurity Interests: Where Intellectual Property and Commercial 
Law Collide," 96 Colum. L. Rev. 1645, 1680 (1996): P. Choate, "Note & Comment: BelU, Sus- 
penders, and the Perfection of Security Interests in Copyrights: the Undressing of the Contem- 
porary Creditor," 31 Loy. LA. L. Rev. 1416, 1430 n.95 (1998). 
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when it ruled that assignments of a right to receive royalties are not subject to sec- 
tion 205's recordation requirement. To the extent that financial institutions and 
their borrowers are concerned that their ability to engage in secured transactions 
is adversely affected by this aspect of Peregrine, it mav be that the problem is rel- 
atively easy to resolve. A system that recognizes recordation of secunty interests in 
receivables at the state level likely would do no harm to the policies underlying sec- 
tion 205. 

We also recognize that secured lenders desire to establish the priority of their 
liens vis-a-vis other lenders by resorting to the UCC system with which they are 
familiau'. It may be that the considerations that led Congress to adopt a unitary fil- 
ing system for copyright transfers do not require that the federal system be utilized 
for purposes of prioritizing rights of creditors among themselves. Thus, it may make 
sense to recognize perfection of security interests in copyrights at the state level for 
the limited purpose of allocating rights among lien creditors. On the other hand, it 
would do violence to the statutory scheme if a secured creditor who simpW files a 
UCC-1 with a state secretary of state could obtain priority over a bona fide pur- 
chaser for value of all rights in a copyrighted work who has diligently searched the 
Copyright Office records and has discovered that those records reveal that the seller 
has clear title to the rights being sold. A secured creditor who wishes to secure his 
or her rights against the entire world, including those who have purchased all rights 
in a copyrighted work, should be required to use the centralized system established 
to provide constructive notice to the world. 
5. The feasibility of joint administration of the system of recording security interests 

in federal intellectual property. 
The m^or systems of federal intellectual property protection are copyright, pat- 

ent, and trademark. The concepts and laws underlying these systems of protection 
are very different, and we beheve administering these rights in the different agen- 
cies with specialized expertise enhances efficiency rather than inefficiency. Our 
other comments make clear that we view as strengths of the current system the re- 
auirement that the affected works be identified specifically and the requirement 
lat the document of transfer be recorded and available for public inspection. These 

features may be irrelevant to the needs of the patent and trademark systems. We 
do not believe the case has been made for standardizing the system of recordation 
of security interests or other transfers in all federal intellectual property; therefore, 
we see no need or benefit from coordination of the various recordation systems. 
6. Establishing a Totally New System of Recordation For Security Interests at the 

Federal Level 
We have additional concerns about some of the details of the proposed new federal 

system for recording security interests which removes them from the system used 
for recording transfers of copyright ownership. We have already indicated some rea- 
sons why the proposed system based on federal financing statements seems inferior 
to the present system. The proposed system is also more complicated in many ways 
and would impose administrative burdens that do not seem warranted. 

Under the ABA proposal, each filing statement would have to be date-stamped 
with the hour of filing. This is not currently done. Statements would lapse after 10 
years unless a continuation statement is filed before the lapse. If the continuation 
statement is filed by someone other than the secured party of record, it must be ac- 
companied by a separate assignment statement authenticated by the secured party 
of record. The system anticipates terminations and release statements as well as 
trsmsfer statements. 

Such a system would take time to develop and establish, require additional per- 
sonnel and a new computer system. It woula force all users to learn this potentially 
complicated new system. Additionally, a filing in the proposed new federal system 
may not prevail if there was first perfection at the state level. In short, the benefits 
of such a system appear to be outweighed by its burdens. 

CONCLUSIONS 

Records of cop5rright ownership are increasingly important in our global, 
networked society. The current recordation system has been in place since 1870. En- 
actment of the ABA proposal would change many of the established practices. The 
Copyright Office would not oppose any change on which a broad consensus has been 
achieved. However, the Office believes many of the proposed changes are controver- 
sial. Today's hearing serves a useful function as a starting point for discussion and 
debate about these issues. We caution, however, that any changes should be consid- 
ered only after a careful study of the cxirrent system, of the needs of copyright own- 
ers, creditors and other users of the recordation system, and of the desirability and 
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feasibility of changing the system that has for so long served the interests of the 
copyright community. 

Mr. COBLE. We are joined by the gentleman from Indiana and 
the gentleman from California, Mr. Pease and Mr. Gallegly. 

Ms. Peters, copyright owners have raised concerns that expand- 
ing section 110(2), would harm their markets both by interfering 
vnth opportunities and by increasing the risks of unauthorized dis- 
semination over the Internet. In what way do your recommenda- 
tions address these concerns? 

Ms. PETERS. First, our recommendations are premised on the fact 
that in order to have the exemption, there must be both controls 
with respect to access to the work; and second, there must also be 
controls with respect to downstream uses. And the bottom line is 
if those protections are not in place, then the exemption cannot 
apply. 

Mr. COBLE. In reference to filing of security interests with the 
Copyright Office, Ms. Peters, if you will, expand on why it is impor- 
tant that security interests be applicable to one work rather than 
appUcable to all ihe works of an owner. 

Ms. PETERS. One, for certainty. If you go back and you look at 
recordation statutes with respect to land, they record an interest 
that is very specific. You know where that piece of property is. If 
you go to the Constitution, you find that copyright is created in 
works, and it is a work that gets the protection and it is a work 
that has the bundle of rights and it is a work that has all trans- 
actions with respect to that work recorded in the Copyright Office. 

In the 1976 act, there was a lot of study that went into it and 
one of the questions was whether or not you really needed to spe- 
cifically identify the work. There was reference in the 1961 Reg- 
ister's Report about whether or not transfers that refer to all of the 
copjTights or all of the works owned by X was sufficient, and it was 
determined at that time by all of the people who were looking at 
this subject that you should have specific identification. So I think 
just as we need to specifically identify land, I think that the copy- 
right owner's right is in a work or a series of works and they are 
identified by registration number or title, and I see no overriding 
reason why that should be turned on its head. 

Mr. COBLE. Specificity, I guess, is the key word. 
Ms. PETERS. Specifically identified some way. 
Mr. COBLE. In your report, you recommend that Congress expand 

the categories of works covered by section 110 (2) to include audio- 
visual works. Why should audio-visual works be included imder a 
new distance education exemption when they were not covered by 
the previous exemption for instructional broadcasting? 

Ms. PETERS. I agree that that is the most controversial part of 
our recommendation. If you look at what was done in the 1976 act, 
it looked at whole works, so you can display any work; but when 
it comes to performance, you are limited to performing basically 
non-dramatic literary works and musical works. And the categories 
that are not covered are audio-visual works, pantomimes, dramatic 
works, and I think it was because it was felt that performing the 
entire work would seriously undercut the market for those works, 
including audio-visual works, and I think that the drafters of that 
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statute believed that uses of portions of works could be covered by 
fair use. 

In our hearings and in our conversations, what we heard was the 
most difficult issue was licensing of audio-visual works, not whole 
works, parts of works. And so when you deal with fair use, you are 
always deahng with uncertainty on whether you can or can't do 
something. 

So, after much thought and much wrestling, we concluded that 
in today's educational world, all types of works should be allowed 
to be included under certain conditions as long as they don't inter- 
fere with the market for the work. And so we recommended includ- 
ing these additional tjrpes of works. But remember, we said only 
portions of works coiJd be used and, again, it is only they can be 
used if the technological protection measures have been attached to 
them both with respect to gaining access to the work or making 
copies of that work. 

Mr. COBLE. I thank you, Ms. Peters. The red light is now illu- 
minating into my face and I will yield to the gentleman from Cali- 
fornia. 

Mr. BERMAN. Thank you very much, Mr. Chairman. It is always 
a pleasure to have you with us and it seems like your analysis, 
both in your report and in your testimony is very good but I find 
a certain disconnect between the analysis and the recommenda- 
tions. 

You emphasize in your proposed changes that you got to man- 
date that the people who are utilizing those broadening exemptions 
have the appropriate protection to, one, limit access to the author- 
ized; and secondly, to prevent the redistribution, retransmission, 
redissemination of these works. And then you say if the copyright 
protection technology were further along, farther developed, broad- 
ening exemptions would be less dangerous to copyright owners, and 
if licensing were further involved, broadening exemptions could be 
less important for educators. Even though you have had these two 
"ifs," you conclude now is the time for legislation and solve the 
problem, I guess, by mandating the reasonable protection meas- 
ures. 

But if reasonable protection—either we have created—we haven't 
really broadened the exemption, because the reasonable protection 
measures aren't there and no one can take advantage of it, or we 
have applied "reasonable" in the sense of what is available now, 
which is pretty much well conceded is fairly ineffiective, and there- 
fore we have opened up the bam door, and I just  

Ms. PETERS. You could have been part of our discussions. We ac- 
tually had these discussions for hours and hours and hours. And 
why we ended up concluding what we did really had to do with 
going back to the intent in 1976, which we have to really admit 
section 110(2) as it is cast is a broadcast exemption, it really 
doesn't cover works going through a computer, and that today com- 
puters are being used more and more and more in classrooms and 
in courses that are being offered by community colleges and univer- 
sities. And we believed that if the intent that the legislators had 
in 1976 was intended to be there, then we should update it at least 
to allow the existing exemption. You can limit it to non-dramatic 
literary works in music to be updated, to include the transmission 
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of those works through computer systems, as long as the additional 
concerns with regard to a digital environment are in place. 

What that means, and maybe you will call it ducking the issue, 
is if they are not in place, you can't use the exemption; or, alter- 
natively, if you are a legislator, you can say they are not in place 
80 I am not going to put in an exemption. But the bottom line is 
stiU the same thing. 

We recognize that there are huge dangers to copjrright owners. 
We do believe that education is really important and that the fact 
that the exemption that was intended to cover then-existing tech- 
nology is limited to broadcasting and doesn't cover computers is a 
problem today, so that is how we ended up where we ended up. 

Mr. HERMAN. YOU are right in a way. You have got to acknowl- 
edge this new world. I don't know how the authors of the law in 
1976—and some of them are around and some of them are in the 
room—they were better than I was if they could have anticipated 
this world then and made all the decisions they did make then, 
with all the different tradeoffs that exist now. 

But what you are articulating is really an interesting kind of a 
proposal. We might change the legislation but may condition those 
changes on the implementation of a technology protection system 
that is not yet available; but then who decides and how is it de- 
cided when they are available? Is it after the fact, judicial deter- 
minations? 

Ms. PETERS. One of the things you can consider is whether hav- 
ing that kind of a system in place would encourage more people to 
develop those tj^jes of systems, including educational institutions 
themselves. 

Mr. BERMAN. YOU mean they are sort of drooling over the broad- 
ening of exemptions, and maybe they will get serious looking for 
a way to utilize them? 

Ms. PETERS. Yeah. 
Mr. BERMAN. Thank you very much, Mr. Chairman. 
Mr. COBLE. Thank you very much, Mr. Berman. 
The gentleman from Indiana. 
Mr. PEASE. Thank you, Mr. Chairman. 
Ms. Peters, we have spent a lot of time together on international 

issues here. That is one area—let me back up. I came in late, and 
if you have addressed this before I got here, I apologize; but I did 
not hear you address potential international implications of your 
proposals regarding either treaty or protocol obligations of the 
United States. Do you see any there? 

Ms. PETERS. Actually, in this very long report, we did address 
international implications. We did point out the fact that article 13 
of the TRlPs agreement puts limitations on the types of exceptions 
that you can have, and as well as Berne. However, exemptions that 
are narrow, that serve purposes like education, are allowed as long 
as, and it is very important, they don't interfere with the normfu 
exploitation of the work and the markets that copyright owners 
have. 

That is why on our recommendation, a proposal that if we were 
asked to draft it, it would include all of the technological protection 
measures. I think we were thinking that it would only apply to 
works that were not originally intended for the instructional mar- 
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ket, because if you are in the instructional market, that is your 
normal licensing market. It is the television broadcasts that aren't 
reaUy selling to schools and in fact don't really have an interest in 
licensing to schools, because the licensing may be more expensive 
than you would ever get out of any pajonent of any fee. 

So it would be a very narrow exemption vis-a-vis the commercial 
exploitation of a work or the normal anticipation of a cop3Tight 
owner with regard to gaining royalties or licensing fees from that 
market or that use. 

Mr. PEASE. Does the construct that you are discussing, you were 
discussing with Mr. Herman, of legislation that is dependent upon 
technology that may or may not yet be available, does that concept 
present challenges in the international obhgations of the United 
States? That concept, to my knowledge, is not yet acknowledged 
internationally. 

Ms. PETERS. Countries that want to adhere to the new WIPO 
treaties must commit to putting in place remedies for acts or de- 
vices that basically take away the protection measures that have 
been put in place by cop3Tight owners. And that is the only obliga- 
tion, and they are doing that. 

This is a little bit different. This is basically sajdng that in order 
for—our recommendation is in order for a university or an institu- 
tion to be able to use a work without getting permission or without 
having a license, it would require that those protections be in place 
whether they are in place by the copsnright owner or the university. 

So it really is—the treaties and what we are talking about eire 
a little bit different. The treaties have to do with remedies for copy- 
right owners, for people who get around devices and protection 
schemes. This is basically sa)dng in order to exploit a work, in 
order to use an exemption, those protections must be in place to 
make sure that the market that the copyright owner is entitled to 
is not undercut. 

Mr. PEASE. Thank you very much. Thank you, Mr. Chairman. 
Mr. COBLE. Thank you, Mr. Pease. 
Ms. Peters, thank you for being with us. This dialogue will be on- 

going, I am sure. 
Ms. PETERS. I would be pleased to assist you in any way that we 

can. 
Mr. BERMAN. The 14 other questions I had I think we can pursue 

in another forum. I think you are right, we have a large  
Mr. COBLE. We will move it along. We will be in touch, Ms. Pe- 

ters. 
I am now pleased to call the first big panel to the table and I 

will introduce them as they make their way to the table. Former 
Congresswoman Patricia Schroeder, who is President and Chief Ex- 
ecutive Officer of the Association of American Publishers, the na- 
tional trade organization of the U.S. Book pubUshing industry. Ms. 
Schroeder left Congress undefeated in 1996. She voluntarily left, in 
other words, after serving in the House of Representatives for 24 
years. Mrs. Schroeder graduated from the University of Minnesota 
and went on to Harvard Law School, one of only 15 women in a 
class of more than 500 men. And, Pat, I will say to you and How- 
ard and to Ed, if he is still here, someone asked me the other day 
if I had planned to retire after this session, and my response was 
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"not voluntarily." We can be involuntarily retired in our business. 
Pat, it is real good to have you with us today. 

Our next witness is another old friend whom I have not seen in 
recent days, Fritz Attaway, who is the Senior Vice President for 
Congressional Affairs and general counsel at the Motion Picture 
Association of America. Before joining the MPAA, Mr. Attaway 
served as attorney advisor in the Cable Television Bureau of the 
Federal Communications Commission. Mr. Attaway received his 
J.D. degree from the University of Chicago. 

Our next witness is Laura Gasaway, who is the director of the 
law library and professor of law at the University of North Caro- 
lina; I am proud to claim, my alma matter. Good to have you with 
us, Ms. Gasaway. Ms. Gasaway is testifying on behalf of the Asso- 
ciation of American Universities and has taught courses in intellec- 
tual property, cyberspace law, and law librarianship and legal re- 
sources. Ms. Gasaway received her B.A. From the Texas Women's 
University and her J.D. from the University of Houston. Ms. 
Gasaway, I am uninformed geographically. Where is the Texas 
Women's University located? 

Ms. GASAWAY. It is in Denton, Texas. 
Mr. COBLE. Thank you. 
Our next witness is Mr. Glen Ochsenreiter who was recently 

named Vice President of Industry Relations at iCopyright.com. In 
1994 Mr. Ochsenreiter became the Vice President of Marketing and 
Membership Services for the Software Publishers Association, now 
known as Software and Information Industry Association, and con- 
tinued in that position through the beginning of this year. 

Our final witness is a gentleman who I will let my old friend 
fix)m Kentucky and also former member of this body introduce. Pro- 
fessor Cross. It is real good to have Ron back with us. Ron Mazzoli 
from Louisiana. Welcome back, Ron. 

Mr. MAZZOLI. Thank you very much, Mr. Chairman. It is really 
great to join you in this historic room that saw so many of otir dis- 
cussions. I want to thank our colleague, Howard Berman, for his 
nice words about Representative Schroeder and myself, because in 
fact we all worked together on the immigration bill among others 
in our years here. And I join my friends, Mr. Jenkins and Mr. 
Pease, whom I have not served with, but to commend them. 

It is my opportunity today, Mr. Chairman, to introduce my col- 
league. I am, as you know, with the University of Louisville. 1 had 
the great pleasure of working with Representative Schroeder when 
she came to Louisville as part of the Authors Forum to have a con- 
versation, I would say, in front of several hundred people in Louis- 
viUe about her book and to talk about many personal incidences we 
have had over these years. 

But my real reason for being here is to introduce part of the 
panel, this distinguished panel. Professor John Cross who is my 
colleague at the University of Louisville School of Law, now the 
Loms D. Brandeis School of Law. Professor Cross graduated from 
Bradley University and got his J.D. From the University of Illinois, 
came to the University of Louisville in 1987 to the facvilty. Prior 
to that he was practicing law in Minneapolis. His practice was then 
in a lot of different business fields, but included intellectual prop- 
erty. 
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Professor Cross focuses his research and his teaching in intellec- 
tual property and in authority of Federal courts. In 1991, Mr. 
Chairman, Professor Cross received a university award for his re- 
search, and in recent years has become active in international law 
issues conducting research at McGill University in Montreal and 
the University of Toronto at the request of the Canadian Govern- 
ment, and then taught at Johannes Gutenberg University in 
Maintz, Grermany and also as a Fulbright scholar at the University 
of Turku in Finland. 

I wanted to have this opportunity, and I appreciate the gen- 
tleman from North Carolina's extending it to me, to introduce Dr. 
Cross to the panel. 

Mr. COBLE. Thank you, Ron. Good to have you back. Professor 
Cross, good to have with us. 

We have written statements from all the witnesses on this panel 
and I ask unanimous consent to submit them into the record in 
their entirety. 

Ladies and gentlemen, if you will, bear with me as I portray my 
role as grinch and remind you of that ever-present red hght as it 
flashes before you. We will begin with Mrs. Schroeder. 

STATEMENT OF PATRICIA SCHROEDER, PRESIDENT AND CEO, 
ASSOCIATION OF AMERICAN PUBUSHERS, INC. 

Ms. SCHROEDER. Thank you very much, Mr. Chairman. It is in- 
deed an honor to be in front of you and this distinguished panel. 
It is like a homecoming. But rather than trade stories witn the 
light blinking, I guess I better get on with my work. 

You so nicely described the Association of American Publishers, 
I don't think I need to go any fiirther except to say we have edu- 
cational publishers, trade publishers, scholarly publishers, univer- 
sity presses, nonprofit presses, for-profit presses and all sorts of 
others. So AAP represents most of the book publishing done in 
America. 

Let me go on and say, too, we all want to thank you, Mr. Chair- 
man, and this committee for what you did 8 months ago when the 
Digital Millennium Cop3T^ght Act passed. I think that was the big- 
fest job's bill in this Congress and in the last Congress because 

oth Bob Rubin and Chairman Greenspan say that the products of 
the mind, products where you add value with the mind, are really 
America's 21st centiuy jobs. And you did a tremendous amount 8 
months ago by working to apply intellectual property protection in 
the 21st century. 

Part of the reason I am here is to say I really think what you 
did in giving the Register of Copyrights the right to take her staff 
and go through this whole issue about digital distance education 
was the right thing to do, and I think she and her staff did a fan- 
tastic job. It was very thorough and impartial. They toured Amer- 
ica. They allowed many of our publishers to come forward and dem- 
onstrate many of the new digital education products that aire com- 
ing out for distance education. We salute the terrific thorough job 
they did. Our only problem is we don't agree with the conclusion 
that we need legislation at this time. 

I think it is too early for legislation until we see what is transpir- 
ing. Some of these areas have already been pointed out. You can 
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take the report, and it talks about the fact that we do not have yet 
the technology for post-access protection. Terribly important, be- 
cause people don't want to spend money creating these products 
and then lose them. I asked many of our publishers: Who are creat- 
ing digital packages, how are you doing this? How are they creat- 
ing distance education products that supposedly one can't do this 
without a change in the law? They said. It is simple. We are either 
using our own works in the product, or we are using public domain 
works, Ucensing works from other people or we are employing fair 
use in different instances." 

So everyone stipulates, including the report, there is a very ro- 
bust, dynamic market in which all sorts of players are focussing all 
sorts of creativity. So the market isn't dysfunctional. There is also 
consensus with the study that we don't have the technology to pro- 
tect products after they are produced. 

Let me say there are several other things that we would ques- 
tion. That is, while the paper says on pages 152-3 that in 1976 
when we wrote the Distance Education Act, most education was 
the province of nonprofit institutions, it goes on to say—today prof- 
it/nonprofit lines are aU blurred. Prontmaking institutions are 
partnering with nonprofits, and there are all sorts of things going 
on. 

We totally agree with the report's picture of the change going on 
in educational institutions today, so our question to you would be: 
Why would you change section 110(2) just for nonprofit organiza- 
tions, because what does that mean today? What does that mean 
in today's world? It was much clearer in 1976, as they point out. 
So that is another reason we should pull back and let the market 
work. 

The issue that is brought up on orphan works, again, we think 
that is important to deal with; but what we would say is the idea 
of orphan works cuts across to everything, not just distance learn- 
ing. It cuts across course packs. It cuts across in all sorts of areas, 
not just digital and distance education. And finally we salute what 
the Register has done in clarifying and identifying many of the 
issues of confusion around the fair use doctrine. 

And I think with this report out, many people will be able to 
focus back and use the knowledge and the gravidas of the Register 
of Copyrights to be able to try and sort some of fair use issues out. 
Working out these issues informally rather than starting to ham- 
mer it out in huge legislative agendas here on the Hill has always 
been the best way to proceed in such difficult areas of the law. 

Basically AAP members has only been 8 months since we acted 
on the last legislation. We agree with the report that the market 
is robust and the post access technology isn't here yet. 

And I see the red light is on, and I thank you again, Mr. Chair- 
man, for letting me pack all this in. 

Mr. COBLE. Thank you, Pat. Good to have you with us. 
[The prepared statement of Ms. Schroeder follows:] 

PREPARED STATEMENT OF PATRICIA SCHROEDER, PRESIDENT AND CEO, ASSOCIATION 
OF AMERICAN PUBLISHERS, INC. 

Mr. Chairman and Members of the Subcommittee: 
Thank you for inviting me to appear here today on behalf of the Association of 

Americaui Publishers ("AAP") to discuss the Register of Copyrights's "Report on 
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Copjrright and Digital Distance Education,"' which was submitted to Congress last 
month pursuant to Section 403 of the Digital Millennium Copyright Act CuMCA"), 
P.L. 10&-304. 

As the principal national trade association of the U.S. book publishing industry, 
AAP represents more than 250 member companies and organizations that include 
most of the major commercial book publishers in the United States, as well as many 
small and non-profit publishers, university presses and scholarly societies. 

AAP members publish hardcover and paperback books in every field, including 
general fiction and non-fiction, poetiy, religion, children's books, and general and 
specialized reference works. In addition, AAP members publish scientific, medical, 
technical, professional and scholarly books and journals, as well as textbooks and 
other instructional and testing materials covering the entire range of elementary, 
secondary, postsecondary and professional educational needs. Apart firom print pub- 
lications, many AAP members publish computer programs, databases, and other 
electronic software for use in onhne, CD-ROM and other digital formats. 

AAP'S INTEREST IN DIGITAL DISTANCE EDUCATION AND THE REGISTER'S REPORT 

AAP members—and especially those whose primary markets come within the ru- 
bric of "educational publishing" —have important stsuces in promoting the develop- 
ment of digital distance education opportunities consistent with the rights of copy- 
ririit owners and users of copyrightea works under the Copyright Act. 

To the extent that copvrighted works constitute a significant portion of the in- 
structional materials used in distance education programs, AAP members have dual 
interests in related copyright exemption issues. While all AAP members—including 
trade book publishers and others not usually thought of as producers of "edu- 
cational" materials—are creators or owners of preexisting copyrighted works that 
may be used by other distance education providers, many AAP members (particu- 
larly our nation's leading educational publishers) are themselves well-established 
providers of distance education programs which often feature the copyrighted works 
of others as well as their own. Moreover, many of these works and programs involve 
collaborative efforts with academic institutions and non-profit entities such as muse- 
ums and public broadcasting stations. 

AAP pfirticipated actively in the recent series of demonstrations, hearings and re- 
quests for comments that were initiated by the Register to create an evidential^ 
record on which to base the recommendations requireid by Section 403 of the DMCA 
regarding "how to promote distance education through digital technologies, includ- 
ing interactive digital networks, while maintaining an appropriate balance between 
the rights of copyright owners and the needs of users of copyrighted works." 

AAP'S ASSESSMENT OF THE REGISTER'S REPORT AND RECOMMENDATIONS 

AAP applauds the Register and her staff in the U.S. Copyright Office for doing 
an excellent job in conducting their study activities and crafting the Report. Given 
the obvious constraints imposed by the six-month statutory deadline for submitting 
the Report to Congress, the Register and her staff deserve recognition for conducting 
an extraordinarily thorough, open and impartial inquiry that offered ample opportu- 
nities for all interested parties to make tneir views and concerns known on a num- 
ber of key issues regarding (1) the nature of distance education, (2) current related 
Ucensing practices, (3) the status of technological protections for the rights of copy- 
right owners, (4) the application of current copyright law to digital distance edu- 
cation activities, and (5) prior attempts to address certain copyright issues through 
the negotiation of guidelines or the enactment of legislation. 

The Report's summary and analysis sections, well-documented on the basis of the 
detailed record established through the Register's proceedings, provoke no serious 
disagreement or objection from the AAP. Unfortunately, the same cannot be said 
with respect to the Register's legislative recommendations. 

THE REPORT'S MAIN RECOMMENDATIONS ARE AT ODDS WITH ITS KEY FINDINGS 

AAP obiects to the Register's recommendation for Congress to revise Sections 
110<2) and 112 of the Cop)rright Act primarily because the call for such legislative 
action at the present time cannot be justified under the Register's stated test for 

' Throughout this statement, we refer to "digital distance education" because that is the terra 
used by the Register in her Report. However. AAP urges Congress to keep in mind that "dis- 
tance education through digital technologies" and "education using digital technologies" are in- 
distinguishable because campus-based education augments the classroom experience with e- 
mail. chat rooms, online content, and home-page syllabi, making it impossible to craft an exemp- 
tion for one and not the other. 
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govemmental intervention in the marketplace. In addition, the specific statutory 
recommendations at issue conflict with the Report's key observations regarding (1) 
the nature of today's distance education marketplace, and (2) the importance and 
status of technological measures against post-access infringing uses of copyrighted 
works. 

Is government intervention through statutory revision necessary and appropriate 
at this time in the evolution of the digital distance education market? Tiie Report 
points to a number of indications that today's marketplace for digital distance edu- 
cation is in a "state of flux" characterized by rapid and promising, but still evolving, 
developments which eventually will resolve whatever marketplace problems exist 
with respect to the use of preexisting copyrighted works of third-parties. (See, e.g., 
p.57-68, 141-144). Accordingly, the Register acknowledges the critical importance 
of "timing" in considering whether current law should be changed (p.l41, 144), and 
states that the test for determining when such government intervention would be 
justified is whether the markets in which distance educators participate are "dys- 
functional" in a manner and to a degree that calls for a legislative remedy, (p. 144, 
164). 

AAP believes that, notwithstanding the Register's recommendations, the Report's 
extensive observations regarding the state of the marketplace answer this question 
with a resounding "NO! While program providers undoubtedly experience some 
problems in using some preexisting copyrignted works of others in connection with 
digital distance education, the marketplace clearly is not "dysfunctional" by any rea- 
sonable definition of that term. To the contrary, the Report specifically states: 

• Distance education in the U.S. is "a vibrant and burgeoning field" which the 
advent of digital and other new technologies for delivery has made "the focus 
of great creativity and investment." (p.l) 

• "tTJhe expanded audiences for these programs represent a potentially lucra- 
tive market, which the varied participants in the process, including both cor- 
porations and educational institutions, are seeking to tap." Ud.) 

• Notwithstanding some copyright issues, "digital technologies have fostered a 
rapid expansion in recent years, as well as a change in profile (in which] 
many more distance education courses are being offered than ever before, and 
the number is growing exponentially." (p.9) 

• "Today's distance education courses use digital technology extensively for var- 
ied purposes and in varied ways. The addition of digital technologies to the 
distance education palette has produced new models of learning, resulting in 
a richer and more interactive class environment." (p.l3) 

When the issue is examined in terms of the use of copyrighted works in digital 
distance education delivered via interactive networks like the Internet, it is clear 
that the admittedly limited scope of Section 110<2) has not produced a "dysfunc- 
tional" marketplace. In fact, efficacy of Section 110(2) is simply irrelevant in the 
vast number of instances where providers of distance education through interactive 
digital networks create their own content, use public domain materials, obtain li- 
censes to use the preexisting copyrighted works of others, or engage in "fair use" 
of third-party materials, (p.38) 

In these circumstances, the Register's finding that "the technological characteris- 
tics of digital transmissions have rendered the language of section 110(2) inapplica- 
ble to the most advanced delivery method for systematic instruction" (p. 144) does 
not—and cannot—rationally constitute a judgment that the marketplace for digital 
distance education is "dysfiinctional." And, frankly, we are at a loss to explain the 
Register's apparent conclusion to the contrary. 

But even if it were reasonable to reach such a conclusion in the face of the Re- 
port's other findings and thus justify the call for legislative action, the Register's 
proposed revision to Section 110(2) would still be suostantively flawed in at least 
two fundamental respects that would skew public policy in direct contradiction to 
clear findings in the Report. 

The first nindamental flaw in the Register's recommendations for revising Section 
11(K2) is that it is conditioned on the general availability of effective, convenient 
and affordable post-access technological controls on unauthorized uses to ensure 
that the revised exemption maintains a balance of interests between copyright own- 
ers and users of works that is "comparable" to the balance that Congress carefully 
crafted into the existing exemption when it was first enacted. (p.l44) 

It is hard to imderstand how the Register, while stating that the exemption's 
broadened coverage "should be tied to the ability to deploy such measures in addi- 
tion to access control" (p. 152), can urge Congress to move forward with the proposed 
revisions to Section 11(K2) when the Report clearly states: 
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"Sophisticated technologies capable of protecting content against unauthorized 
post-access use are just now in development or coming to market, and may be- 
come widely available in the near future. But they are not there yet in a con- 
venient and affordable form that can protect all varieties of works, and market 
uncertainties remain." (p.141) 

AAP shares the Register's evident belief that effective, convenient and affordable 
technological measures will eventually become widely-available in the marketplace 
for digital distance education. However, in light of the Report's recognition that de- 
velopments in technologies for protecting content "are harder to predict" than devel- 
opments regarding licensing mechanisms and delivery systems for digital distance 
education (p.67), we see no sense in tirging Congress to quickly enact a broadened 
exemption that will either be inapplicable to most digital distance education provid- 
ers or improperly invoked by them, due to their inability to meet the essential condi- 
tion precedent of having effective post-access technological controls "in place." 
(p.151) 

Similarly, the second fundamental flaw in the Register's legislative recommenda- 
tions is the arbitrary limitation of its application to non-pront educational institu- 
tion. AAP can see no sense in statutorily revising Section 110(2) for the exclusive 
benefit of "nonprofit educational institutions" when the Report contains such un- 
equivocal findings as the following: 

"While mainstream education in 1976 was the province of nonprofit institutions, 
today the lines have blurred. Profit-making institutions are offering distance edu- 
cation; nonprofits are seeking to make a profit from their distance education pro- 
grams; commercial entities are forming ptirtnerships with nonprofits; and nonprofits 
and commercial ventures EU-e increasingly offering competitive products." (p.l52- 
153) 

The Register appears to acknowledge that revising Section 110(2) to keep up with 
technological developments, but not with the evolving status of program providers, 
is untenable for public policy purposes; however, after a cursory review of several 
alternative options, the Report fails to address the concerns it cites for not pursuing 
other possible choices and simply falls back on the scope of its Congressional man- 
date to justify going forward with a revised exemption that would still be applicable 
only to nonprofit educational institutions, (p.153-154) Such a result cannot be 
squared with the realities of the distance education marketplace, where it would 
create unfair and unjustifiable inequities among providers of digital distance edu- 
cation programs. 

Because the Register's Report generally depicts an active and growing—rather 
than "dysfunctional"—marketplace for the continuing evolution of digital distance 
education, AAP believes that Congress should be guided at this time by the Reg- 
ister's wise and practical observation that "a certain degree of growing pains may 
have to be tolerated if the government is not to step in prematurely, in order to give 
market mechanisms the chance to evolve in an acceptable direction." (p. 143-144) 

As the Register elsewhere recommended regarding the market for licensing non- 
exempted uses of copyrighted works (p. 167), AAP urges Congress to give the market 
for digital distance education sufficient "leeway to evolve and mature" before deter- 
mining that statutory intervention is necessary and appropriate. 

THE REPORT'S OTHER RECOMMENDATIONS 

AAPs rejection of the Register's recommendations for statutory revision does not 
mean that book publishers believe that nothing can or should be done at this time 
to constructively address some of the issues cited in the Register's Report. 

For example, AAP believes that the Register has already performed an important 
public service in the Report by identifying and clarifying specific issues of "confusion 
and misunderstanding" regarding the "fair use" doctrine (p.161-162). Although the 
Register correctly concludes that authoritative clarification of these issues does not 
require statutory amendment to Section 107 of the Copyright Act, we believe the 
Report underestimates the value of the Register's own authoritative statements on 
such matters, in recommending further clarification through the legislative history 
to any statutory action Congress might take with regard to distance education. 

AAP believes that the particular points of "confusion and misunderstanding" 
about fair use which are discussed in the Report are precisely the kind of matters 
that—in the absence of the need for corrective legislation—the Register can and 
should authoritatively clarify for copyright owners and users of copyrighted works. 
We are confident that broad dissemination of the Report and, more specifically, its 
comments regarding the technological neutrality of the fair use doctrine and the sig- 
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need for dependence on the legislative forum. 

With respect to the issue of "fair use" guidelines, AAP agrees with the Report's 
comments regarding the potential value of "additional discussion among the inter- 
ested parties of fair use as applied to digital distance education." (p. 162) AAP was 
a committed participant in the CONFU discussions that, as the Report states, 
"helped to further the parties' understanding of their respective interests and con- 
cerns." (Id.) Like other participants, we recognize that the CO>fFU process had cer- 
tain shortcomings that contributed to its inability to fully achieve its goal of produc- 
ing consensus voluntary guidelines. Since the Report has identified some of the at- 
tributes that might achieve greater success in such a fonmi, AAP would be happy 
to explore with the Subcommittee and the Register possible prospects for further 
CONFU-type dehberations. 

Similarly, AAP believes it could be worthwhile to further explore the Register's 
discussion and recommendation regarding the issue of so-called "orphan works." The 
difficulties caused by the inability to identify rightsholders of certain works is a gen- 
eral problem for aU users of copyrighted works, including book publishers. The ob- 
stacle this situation presents in the Ucensing context is not limited to distance edu- 
cation providers, but applies to all endeavors involving a person's desire to make 
certain uses of the copjTighted works of others when they cannot locate the 
rightsholder. 

AAP cannot comment at this time on the Register's discussion of the Canadian 
law's "compulsory license" approach to the "orphan works" issue because at present 
we have little information regarding its operation. 

However, once again, we would caution against prematurely seeking government 
intervention if there are non-statutory approaches to the problem that may be con- 
sidered. AAP believes, for example, that copyright owners and their representatives 
may be able to utilize digital technologies and their own increasing presence on the 
Internet to foster new and better ways to make ownership and licensing information 
available online. Powerful new search engines and databases should present prac- 
tical ways of helping users to more efficiently target their efforts to trace the owner- 
ship of rights in copyrighted works. 

In any event, AAP believes that the problem of "orphan works" has broad impact 
across the whole spectrum of copyright and user interests, and we would be de- 
lighted to explore the issue further with the Subcommittee, the Register and other 
interested parties. 

CONCLUSION 

As documented in the Register's Report, the marketplace for digital distance edu- 
cation is a dynamic and expanding world of evolving experimentation, collaboration 
and innovation. Rapid technological change is producing revolutionary rethinking of 
business and academic models, related institutions, and the whole educational en- 
terprise. While copyright and related licensing issues have created a few obstacles 
for participants to overcome, they have in no way created "dysfunctional" markets 
that deny digital distance education providers the opportunity to produce exciting 
new educational experiences for a broad range of students throi^ digital tech- 
nologies. 

No stakeholder in digital distance education has reached a stage of last resort or 
a point of no return on the cop}rright matters at issue. There is ample time and rea- 
son to let the flexibility of the marketplace, with the inherent checks and balances 
of competition, work out continuing copjright issues without the intrusion of govern- 
ment mandates. At the same time, it is worth exploring other forums for additionsd 
ways to resolve problems. 

It is barely eight months since the landmark DMCA was enacted by Congress and 
signed into law by the President. Until we all get a better feel for how technological 
protections and copyright management information will be deployed under the pro- 
tections of the DMCA, Congress should stay its law-writing pen as it learns through 
real-world applications what it has already wrou^t with respect to copyright law 
in the digital environment. 

At the present time. Congress does not need to further amend the Copyright Act 
to promote distance education. There are many other creative ways in which Con- 
gress may use its power to promote distance education if it choosey to do so. 

Mr. COBLE. Mr. Attaway. 
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STATEMENT OF FRITZ ATTAWAY, SENIOR VICE PRESIDENT 
FOR CONGRESSIONAL AFFAIRS AND GENERAL COUNSEL, 
MOTION PICTURE ASSOCIATION OF AMERICA (MPAA) 
Mr. ATTAWAY. Thank you, Mr.  Chairman. Appearing here in 

Slace of Jack Valenti and then having to appear after Pat Schroe- 
er puts pressvire on me almost more than 1 can bear, but I will 

try this. I am also well aware of the 5-minute rule. Your counsel 
has advised me of that. In fact, she told me if I was a little shorter 
that would be nice too, so I will try to do that as well. 

Mr. COBLE. She was taking undue liberty when she told you 
that. [Laughter.] 

Mr. ATTAWAY. Thank vou very much for allowing me to be here 
to present the views of the Motion Picture Association on these two 
very important issues. 

MPAA commends the Register of Copyrights and her staff for the 
truly remarkable job that they did in preparing the Report on Digi- 
tal Distance Education. They did it in the very short time frame 
provided by the Digital Millennium Copyright Act of 1998 and they 
did a thorough, thoughtful, illuminating, and insightful job. 

We generally agree with the basic findings of the report which 
are well supported by oral and written statements and related in- 
formation collected during the Register's short but meticulous in- 
vestigation. Significantly, the Copyright Office did not find that 
current requirements for licensing copyrighted works for distance 
education uses, are materially slowing the development of distance 
education activities in this country. Although I would very much 
like to continue praising the Copyright Office report, I must now 
turn to matters of disagreement. 

MPAA does not believe that the record developed through exten- 
sive written comments, hearing testimony, and demonstrations 
supports the recommendations for far-reaching legislative change 
contained in the report. Having found digital distance education ac- 
tivities in a state of early and dynamic development, and the tech- 
nology not yet available that will make distance education uses 
safe for copyright owners, the Copyright Office nonetheless rec- 
ommends some recalibration of the Copyright Act that at best may 
be unnecessary, and at worst could have a profovmd and adverse 
impact on copyright owners. 

The possibilities of improper access and use, as the Office report 
points out, are manifestly magnified in the digital on-line environ- 
ment, and has universally recognized the consequences in the digi- 
tal environment of unauthorized reproduction, distribution, and 
modification of copyrighted works could be catastrophic. Yet the Of- 
fice recommends that the use of audio-visual works be permitted in 
digital distance education in the face of findings that, quote, "So- 
phisticated technologies capable of protecting content against unau- 
thorized post-access uses are just now in development or coming to 
market, although it is not clear when they will oe widely available 
in a convenient and affordable forum that can protect all varieties 
of works." 

Mr. Chairman, as a participant in two major negotiations aimed 
at setting forth fair use guidelines for the use of copyrighted mate- 
rial by educators, I can tell you without hesitation or qualification 
of any kind, that this is the way to go if existing practices need to 
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be recalibrated to accommodate digital distance education activi- 
ties. Face-to-face negotiations by men and women of goodwill and 
common purpose can produce dramatic results, offering welcome 
guidance for users and copyright owners alike. Moreover, guide- 
lines can yield flexible results addressing emergent problems and 
addressing outcomes where necessary. 

I lu-ge you to consider that coiu-se if you find there is need for 
recalibration, and to establish a framework with appropriate con- 
gressional monitoring and oversight that will meet the educational 
needs of this country. 

Turning now, if I may, to the issue of secured transactions, I 
have to tell you I am not an expert on the UCC or the law of se- 
cured transactions, but I have been advised by the experts in my 
industry that any changes in existing law are not necessary. On 
the general question of whether changes are needed in the present 
law governing security interests and intellectual property, our 
members see no iu"gent problem that needs to be fixed. In fact, we 
see no problem at adl. The question that is presented is: Why? Who 
will benefit? Will any change facilitate the creation of copjrrighted 
works? The current proposals will not benefit the producers that I 
represent, and if the present system works for creators and copy- 
right owners, I would urge you to resist changing it. 

Thank you very much. 
Mr. COBLE. Thank you, Mr. Attaway. 
[The prepared statement of Mr. Attaway follows:] 

PREPARED STATEME^^^ OF FRITZ ArrAWAv, SENIOR VICE PRESIDENT FOR CONGRES- 
SIONAL AFFAIRS AND GENERAL COUNSEL, MOTION PICTURE ASSOCIATION OF AMER- 
ICA (MPAA) 

Mr. Chairman, members of the Committee, thank you for giving me this oppor- 
tunity to express the views of MPAA on the Report of the Copyright Office on Copy- 
right and Digital Distance Education, and on Intellectual Property Security Reg- 
istration. MPAA member companies, which £ire among the world's largest owners 
and distributors of theatrical motion pictures, TV programs and home video mate- 
rial, have vital interests at stake with respect to both of these subjects. 

REPORT OF THE U.S. COPYRIGHT OFFICE ON COPYRIGHT AND DIGITAL DISTANCE 
EDUCATION 

MPAA commends the Register of Copyrights and her staff for the remarkable job 
they did in preparing this Report in the very short time frame provided by the Digi- 
tal Millennium Copjonght Act of 1998. The Report is thorough, thoughtful, Illu- 
minating and insightfuT It provides an excellent starting point tor the consideration 
of whether the Copyright Act should be amended to faoditate digital distance edu- 
cation. 

MPAA participated at every stage of the process that led to this Report, and I 
am pleased to say that our views are fully and fairly represented, along with those 
of other interested parties. Moreover, we generally agree with the basic findings in 
the Report, which are well supported by oral and written statements and related 
information collected during the Registers short but meticulous investigation. 

In particular, we fully concur with the findings that: 
1. Digital distance education is in its nascent stage of development, but pro- 

grams in existence are robust and thriving. 
2. Digital distance education activities are growing rapidly. 
3. Licensing mechanisms are developing to facihtate authorized use of copy- 

righted works in digital distance education activities. 
4. Unauthorized access to, and reproduction and distribution of, copjrighted 

material used in digital distance education is a major concern tnat tech- 
nology is being developed to address. 
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5. Although significant strides are being made, it remains to be seen when 
technologies necessary to prevent unauthorized access, reproduction and dis- 
tribution will become widely deployed and available. 

Significantly, the Copyright Office did not find that the current reauirements for 
Ucensing copjrrighted works for distance education uses is materially slowing the de- 
velopment of distance education activities. Of course, there are accounts that li- 
censes could be easier to obtain and less costly, but such comments are not unique 
to educators. Most users of copyrighted material, including motion picture compa- 
nies, frequently wish that they could obtain the right to use certEiin works that are 
not available for licensing or, in the eye of the user, over-priced. 

Although I would very much like to continue praising the Copyright Office Report, 
I am at the point where I must turn to matters of disagreement. MPAA does not 
believe that the record developed through extensive written comments, hearing tes- 
timony and demonstrations of the vitality and range of distance education initia- 
tives underway, supports the recommendations for far-reaching legislative change 
contained in the Report. 

Having found digital distance education activities in a state of early and dynamic 
development, and the technology not yet available that will make digital distance 
education uses safe for copyright owners, the Copyright Office nonetheless rec- 
ommends some "recalibration" of the Copyright Act that at best may be imneces- 
sary, and at worst could have a profound, adverse impact on copyright owners. 

As I view the Office's recommendations, it proposes that Sections 110(1) and 
110(2) be collapsed with respect to digital distance education. That is, categories of 
works permitted for classroom use under Section 11(K1) would be permitted for digi- 
tal distance education purposes where their use would not be allowed (without the 
permission of the copyright owner) under Section 110(2) which addresses analog dis- 
tance education activities. 

This may not sound particularly radical, but it is. The performance of audiovisual 
works is permitted by Section 110(1) where use is confined to face-to-face teaching 
activities in a classroom or similar place devoted to instruction. In this environment, 
unauthorized access is tightly controlled, as is unauthorized use—in particular, the 
making and fiirther dissemination of copies. Audiovisual works may not be used 
without permission under Section 110(2), where students are not all in one place; 
where access cannot be effectively controlled; and where improper uses cannot be 
effectively prevented. 

The possibilities of improper access and use, as the Office's Report points out, are 
manifestly magnified in the digital on-line environment. And, as is universally rec- 
ognized, the consequences in the digital environment of unauthorized reproduction, 
distribution and modification of copyrighted works could be catastrophic. Yet, the 
Office recommends that use of auaiovisual works be permitted in digital distance 
education in the face of findings that "Sophisticated technologies capable of protect- 
ing content against unauthorized post-access use are just now in development or 
coming to market, although it is not clear when they will be widely available in a 
convenient and affordable form that can protect all varieties of works." 

In fairness, I should point out that the Office's recommendations include the im- 
position of new safeguards aimed at counteracting the new risks, and, significantly, 
that use of audiovisual works be restricted to portions of works, but not entire 
works. However, the recommendations provide scant illumination of the structure 
and effectiveness of the "new safeguards,  or of the definition of "portions." 

As a participant in two major negotiations aimed at setting forth "fair use" guide- 
lines for the use of copjrighted material by educators, I can tell vou from personal 
experience that it is excruciatingly difficult to find the right words to delineate be- 
tween what can be fi-eely used and what requires permission, even when the parties 
are in total agreement on the concepts that should apply. But it can be, and has 
been, done. 

After enactment of the 1976 Copyright Law Revision members of the educational 
and copyright communities negotiated guidelines for the off-air taping of broadcast 
f)rogramming for educational use. To my knowledge, these guidelines have been fol- 
owed without complaint from either side for some 20 years now. More recently, in 
1996, agreement was reached on guidelines governing the use of portions of works 
in educational multimedia productions. 

As a participant in both of these successful negotiations, I can tell you without 
hesitation or qualification of any kind, this is the way to go if existing practices need 
to be "recalibrated" to accommodate digital distance education activities. The legisla- 
tive process is, by its nature, public and often adversarial. Differences tend to be 
magnified and solidified in the heat of legislative battle by the need to take a firm 
public posture. By contrast, face-to-face negotiations by men and women of good will 
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and common purpose can produce dramatic results capable of addressing issues in 
far greater detail, and offering welcome guidance for users and copyright owners 
alike. Moreover, guidelines can yield flexible results, addressing emergent problems 
and adjusting outcomes where necessary. If participants get it wrong, or cir- 
cumstances change, problems can be fixed without having to undergo the rigors of 
the legislative process over and over again. 

I urge you to consider that course if you find there is a need for "recalibration," 
and to establish a framework, with appropriate Congressional monitoring and over- 
sight, that will meet the educational needs of our country. Indeed, under the aus- 
pices of the Patent and Trademark Office's Conference on Fair use, a significant 
amount of spade work has already been done with respect to proposed distance 
learning guidelines. If it does not work, you can always initiate a legislative process. 
But if you initiate a legislative process now, you may miss a golden opportunity to 
advance our educational objectives as well as provide necessary protection to copy- 
right owners by the shortest, most efficient route. 

INTELLECTUAL PROPERTY SECURITY REGISTRATION 

Mr. Chairman, I must admit up front that I am not an expert in the Uniform 
Commerical Code or the law of secured transactions. I will do my best to relate the 
concerns expressed to me by experts in my industry. If I come up short, I trust you 
will permit me to supplement the record at a later time. 

On the general question of whether chemges are needed in the present law govern- 
ing security interests in intellectual property, we do not believe the case has been 
made for change. Perhaps this hearing will reveal evidence to the contrary, but our 
members see no urgent problem that needs to be fixed. In fact, we see no problem 
at all. In our industry and in others with whose representatives I have discussed 
this proposal, creators of copyrighted works do not seem to be seeking changes in 
the current system because they cannot obtain financing. I would urge you, as a 
threshold matter, to make sure there is a real world problem that needs to be fixed 
before you spend your valuable time on complicated, and potentially disruptive 
changes in the law. 

With respect to the proposal on security interests in intellectual property offered 
1^ the American Bar Association, we believe it creates serious problems for copy- 
right owners as well as anyone wishing to acquire an interest in a copyrighted work. 

vague General Filing: The ABA proposal would eliminate Copyright Office rec- 
ordation of security interests in specific copyrighted works and would only require 
filing of a general "federal financing statement' to perfect a security interest in in- 
tellectual property. The new federal financing statement under the ABA bill would 
not contain information sufficient to permit a party seeking to acquire a copyrighted 
work to determine whether that particular work was subject to a lien. Instead, the 
ABA biU would only reqviire: (1) the name and address of the debtor and the secured 
party, and (2) a very general description of the collateral, such as "intellectual prop- 
erty or "general intangibles." 

Copyrighted works Eire frequently transferred on an individual or "catalogue" 
basis, and ensuring a clear chain of title for each particular work is critical. The 
current recordation practice facilitates these transactions. In fact, the Copyright Of- 
fice records are often the only resource available to be "searched" for information 
pertaining to the initial ownership of, transer of rights in, and encumbrances on a 
copyright. The ABA proposal would significeintly erode the utility of this important 
public record by allowing the following statement to satisfy the recordation require- 
ment: "Party X has a security interest in all intellectual property now or hereafter 
owned by Party Y." The ABA proposal would place a substantial new burden on the 
purchasers of copyrights to confirm that a work is unencumbered. 

Not only is the general filing requirement inappropriately vague, but the ABA 
proposal deems effective statements that contain errors or omissions, as long as any 
errors or omissions "are not seriously misleading." This loophole makes the federsu 
financing statement essentially meaningless. 

Coverage of Future Works: Under current law, security interests may only be re- 
corded in the Copyright Office with respect to existing copyrighted works that are 
registered with the Copyright Office. The ABA proposal unwisely overturns this 
practice and would allow fifing against future, as-yet-uncreated, unregistered copy- 
righted works. The leverage this would provide to lenders over authors and copy- 
right owners is unacceptable. For example, under the ABA proposal, a small, re- 
cently established publishing company seeking a business loan may be forced to 
grant a security interest in later developed works without knowing which specific 
works are involved. Under current law, the disadvantage that a small company 
would have against a large financial institution is minimized because security inter- 

62-500    0-00-2 



30 

ests will attach only to those works that are registered and that are specifically 
identified by the lender. The ABA would upset this balance and tilt the field in favor 
of financial institutions. 

Funding Problems for New Filing System: The ABA proposes to create a new fil- 
ing bureaucracy in the Copyright Office. The Copyright Office has already expressed 
its concerns over the large number of recordations of security interests and the ex- 
pense of administering the existing system. The expense of creating and administer- 
ing a new filing system would be even greater (particulsirly given the new ABA ad- 
ministrative requirements, such as renewal and continuation filings). Because most 
Copyright Office services are now user-fee supported, the new filing bureaucracy 
would impose a substantial economic burden on copyright owners that regularly use 
the registration, recordation and other services of the Copyright Office. The inevi- 
table increased fees for copyright owners are not acceptable particularly when we 
view the vague filing as having little utility to our industries. Lender arguments 
about the burdens of "double-filing" are disingenuous. As anyone who has ever pur- 
chased a house or established a small business knows, financial institutions do not 
absorb administrative and filing costs—they pass them along to the borrower. 

The more brief proposal put forth by the Commercial Finance Association is also 
of concern to us. The bill would overturn in part the decision in In re Peregrine En- 
tertainment Ltd., which focused on the importance of uniformity in a single filing 
system to providing adequate notice of encumbrances on copyrights, and held that 
the Copyright Act preempts state law regarding the maimer of perfection of security 
interests in a copyright. Under the CFA proposal, it would be difficult, if not impos- 
sible, to determine whether there are encumbrances on copyrights. Again, our mem- 
bers are not troubled by existing law and practice—indeed they see substantial 
value in the current system—and do not seek legislative change. 

The question "Why?" still looms large over any proposal to chanee existing law. 
Who will it benefit? Will it faciUtate the creation of copyrighted works? The current 
proposals will not benefit the producers I represent, u other creators would benefit, 
we should hear fi-om them. However, if the present system works for creators and 
copyright owners, 1 would urge you to resist changing it. 

Again, I would like to thank you for giving me this opportunity to present the 
views of MPAA members. I look forward to responding to your questions. 

Mr. COBLE. MS. Gasaway. 

STATEMENT OF LAURA GASAWAY, DIRECTOR OF THE LAW LI- 
BRARY AND PROFESSOR OF LAW, UNIVERSITY OF NORTH 
CAROLINA, ON BEHALF OF THE ASSOCIATION OF AMERICAN 
UNIVERSITIES 
Ms. GASAWAY. Thank you, Mr. Chairman, members of committee. 

I am delighted to be here to represent the major higher education 
associations in support of legislation to amend the Copyright Act 
to update the exemptions for educational transmission. 

As others on the panel have said, the Copyright Office did a mar- 
velous job with its report and we believe that the recommendations 
contained in the report go a long way toward enabling institutions 
to move into the next century to utilize fiilly digital technologies 
without jeopardizing the market for cop3Tighted works. 

We agree with Ms. Peters, Mr. Chairman, that the time is now 
to amend the Copjoight Act for performance and display in dis- 
tance education. Such an amendment serves the public interest in 
making education more accessible to all of our citizens. 

Our education associations find themselves in the middle of this 
higher education debate, because we are certainly the initiators of 
many of the courses, but we are also the producers of much of the 
copyrighted material that is used. We have imiversity presses that 
are a part of us as we approach these hearings, and indeed you 
have heard that many of tne producers are calling for no amend- 
ment. On the other side, many of our constituents felt that we 
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should go further than the existing statute and have more rights 
than we do in face-to-face teaching. 

And so ovu- associations came together and now have agreed on 
a proposal which very closely tracl^ what the Copyright Office has 
recommended. We have never asked for broad reproduction and 
distribution rights but only to amend section 110(2) to expand it to 
allow performance and displays of all types of works. 

I might remind you that even though we are talking about digi- 
tal technologies, much of distance ed is not digital today. It is still 
done with videoconferencing and other forms of technology. Why 
shovild a faculty member at UNC Greensboro, who teaches a course 
in live time in the classroom, be able to show a videotape, but 
when the course is offered over distance learning, the statute sim- 
ply says you cannot do it without a license. 

In 1976 we were looking at open broadcasts, like Sunrise Semes- 
ter, where there were no controls on who was seeing that perform- 
ance or display. Today we are talking about enrolled students only. 
We are talking about limiting that performance and display to a 
very small defined group. And even though the technology may not 
yet be here to protect downstream copying, it will be here soon, and 
I don't think there is any problem with putting that in the act, al- 
lowing the performance and display but requiring that the institu- 
tion have some method to ensure no downstream copying. That 
simply might mean that those particular sessions have to be of- 
fered over videoconferencing today, that they cannot be offered 
digitally; but when those technological measures exist, then the 
digital performance should move along. It is counterintuitive to 
teachers to tell them you can show this videotape in face-to-face 
teaching, but not if you have any students who are at a remote lo- 
cation. It is simply counterintuitive. 

We do question one recommendation by the Copjrright Office, and 
that is that performance and displays for remote instructions 
should be limited to portion limitations. We believe that when the 
potential for infringement in a course offered remotely is no greater 
than the potential for infringement in a face-to-face course, then we 
don't see any reason for portion limitations. For example, the re- 
port argues that limiting performances to a portion of a work helps 
the potential market, since the public is interested in only the 
whole works. So if you have a portion, then the public is not inter- 
ested. Well, if there are reasonable technological measures in place 
to prevent downstream copying and the courses are restricted to 
enrolled students, the public has no access to these works. It is lim- 
ited to students in the class, and therefore portion limitations are 
not needed when you have these controls in place. 

In conclusion, let me say that it is critical to our society that we 
have an educated populace. Education for the 21st century will be 
increasingly moving toward remote instruction. In the University of 
North Carolina system edone, we are projecting courses throughout 
the rural areas of the State. The goal of higher education is to have 
an exemption that promotes distance education through digital 
technologies and treats remote instruction as if it were face-to-face 
teaching. 

The producer's goal, it seems to me, is to prevent unauthorized 
access to their works and downstream copying. We believe that the 



32 

proposal, which is a compromise, takes care of both of these goals. 
It allows distance education to continue. It allows both asyn- 
chronous and synchronous education, but only when those techno- 
logical measures are in place. We need an amendment now if dis- 
tance education is to be a reality for our citizens. 

Mr. COBLE. MS. Gasaway, if you will, repeat what you said in 
your illustration about the professor at UNC Greensboro. I didn't 
foUow you. 

Ms. GASAWAY. But you picked up on the Greensboro, didn't you? 
Right now under section 110(2), if a professor is teaching a class 

in a classroom, face to face, he or she may show a videotape to the 
students and the students can watch that tape. If there are any 
students located remotely, rather than in the classroom, then that 
videotape cannot be showrn, because the types of works are hmited 
to non-dramatic literary and musical workis. Audio-visual works are 
currently excluded, so there could be a way to prevent downstream 
copying by sa5ang you have to have a staff member in that class- 
room remotely. But right now that doesn't do it, so we need an 
amendment right now, Mr. Chair. 

Mr. COBLE. Thank you very much, Ms. Gasaway. 
[The prepared statement of Ms. Gasaway follows:] 

PREPARED STATEMENT OF LAURA GASAWAY, DIRECTOR OF THE LAW LIBRARY AND 
PROFESSOR OF LAW, UNTVERSFTY OF NORTH CAROLINA, ON BEHALF OF THE ASSO- 
CIATION OF AMERICAN UNIVERSITIES 

I am Laura Gasaway, Director of the Law Library and Professor of Law at the 
University of North Carolina at Chapel Hill. I appreciate the opportunity to testily 
before you today on behalf of the undersigned higher education associations in sup- 
port of legislation that would update the existing exemption for educational trans- 
missions in the 1976 Copyright Act. I was also privileged to represent these organi- 
zations in testimony at a hearing last January before the Copyright Office. That 
hearing was part of the comprehensive study mandated by this Congress when it 
passed the Digital Millenium Copyright Act, resulting in the recommendations we 
are considering today. 

Before 1 comment on any of the specific recommendations contained in the Copy- 
right Office's report, I would like to commend the Copyright Office staff for the fair 
and balanced way in which they conceived and carriea out their mandate. The depth 
and breadth of information contained in the report reflects the seriousness and thor- 
oughness with which they conducted this study. We believe that the report's rec- 
ommendations reflect the care and thoroughness put into their study, and rep- 
resents a thoughtful effort. This set of recommendations goes a long way toward en- 
abling educational institutions to fully utilize digital technologies without jeopardiz- 
ing the market value of copyrighted works. 

Mr. Chairman, I have attached to my testimony today a copy of my statement and 
written comments subsequently submitted by higher education associations to the 
Copyright Office during the course of its study of the issues. Together these docu- 
ments describe the terms for an exemption we believe will allow distance education 
to fiilly utilize the potential of the digital environment in a manner that protects 
the interests of copyright owners. We continue to believe that the basic objective of 
a distance education legislative exemption should be to enable remotely all instruc- 
tional activities that are currently permitted in the classroom, provided that ade- 

Suate safeguards exist against the misuse of copyrighted material that would harm 
le market for that material, I do not plan to use im^ time here today to reiterate 

the proposjil that we submitted to the Copyright Office. However, please feel fi^e 
to ask me any questions you may have about it, and I will be happy to respond ei- 
ther orally or in writing. 

As you will note, a large number of national educational organizations endorsed 
the proposal these organizations I represent today developed. However, some of our 
colleagues within education circles felt then and continue to feel that our proposal 
falls snort of the exemption necessaiy to promote distance education. Nevertheless, 
we understand the need for compromise on a difficult issue such as this. 
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With that in mind, we believe the Copyright Office recommendations generally 
represent a balanced, reasonable approach that we strongly support. In my state- 
ment today I plEin to address only tnree or four major recommendations, but I hope 
that we will be allowed to expand on our statement at a later date. 

First, let me say that we heartily endorse a great number of the Copyright Office 
recommendations without reservation. For instance, the Copyright Office would 
eliminate the provision in 17 U.S.C. § 110(2) requiring exempted displays and per- 
formances to be transmitted to a classroom or similar place of instruction. Eliminat- 
ing the classroom requirement is critical to enabling distance education programs 
to reach students where they are, and to fully utilize the vast potential of distance 
education to benefit the public. We encourage the Subcommittee to incorporate rec- 
ommendations such as this one into legislation. Without these provisions, distance 
education programs would continue to be unnecessarily curtailed. 

We likewise support the Copyright Office recommendation that distance education 
f)rograms should oe exempt for whatever reproductions and distributions are techno- 
ogically necessary to digitally transmit a display or performance over computer net- 

works. We also agree that the purpose in extending the exemption to incidental re- 
productions and distributions snoiud be only to permit exempted displays and per- 
formances to be viewed by the remote student. Based on our understanding of the 
Copyright Office recommendations, we believe that the proposed amendments to 17 
U.S.C. §110(2) allowing transient copies and to §112 allowing ephemeral copies to 
be posted to a server would be sufficient to accomplish this goal. 

We believe that, together, these proposed amendments would permit access to 
course materials at times selected by the student. In order, however, to ensure that 
the statutory language is not limited to current technology, we would ask Congress 
to clarify its intent that the exemption would be available to both synchronous and 
asynchronous transmissions. Anything less would severely limit the development of 
and potential benefits from the use of digital technologies in distance education. 

Second, as we clearly indicated in our proposal to the Copyright Office, we agree 
with the recommendation that reasonable technological safeguards against down- 
stream copying and distribution must accompemy any expansion of the distance edu- 
cation exemption to digital transmissions. Consistent with the recommendations, we 
explicitly supported a requirement that access to materials must be limited to bona 
fide students enrolled in the course, as well as the adoption of policies and proce- 
dures that promote compliance with copyright laws. We agree with the Copyright 
Office that an exemption should not become a substitute for student purchase of 
course materials. 

However, we question the Copyright Office recommendation that, in addition to 
reasonable technological protections against unauthorized uses of copyrighted mate- 
rials, there is a furuier need to limit the portion of a work that may be transmitted 
to students. Where the potential for infringement is no greater remotely than in a 
local classroom, we see no reason, for instance, why a professor in a supervised, 
video teleconferencing situation should not be able to display or perform whatever 
he or she could in a classroom setting. 

The Copyright Office argues that limiting a performance to a portion of a work 
helps protect the market for that work, since the public would have no interest in 
less than the whole work. However, this argument is not relevant because, when 
there are technological measures to prevent downstream cop5dng, the public does 
not have access to the work. Rather, it applies only where the public has access to 
the work because safeguards against unauthorized copying and distribution are not 
in place. As we suggested to the Copjrright Office, a limited exemption, such as one 
that limits the portion of works that may be performed, should be available to dis- 
tance education programs that limit access to the course and implement strategies 
to promote compliance with copyright law, but are unable to employ technologies to 
prevent downstream use of materials. 

Finally, there are a number of recommendations contained in the report that we 
would be pleased to support with liirther clarification regarding their intended ef- 
fect. For instance, the report recommends that the law should impose an obligation 
on educational institutions not to interfere with technological protections copyright 
owners may apply to their works. This provision is apparently adapted from the 
Digital Millennium Copyright Act exempting internet service providers from liability 
for infringing acts by a subscriber. It is not obvious how a similar requirement 
would work as a practical matter in the context of distance education. An ISP serves 
as a passive conduit for materials uploaded by others, whereas in distance education 
the works are uploaded by the educational institution. It would appear that the dis- 
tance education exemption could be nullified by copyright owners whenever protec- 
tions applied by them would prevent legally acquired works from being uploaded in 
the first place. In these circumstances educational institutions would lose the dis- 
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tance education exemption and be reduced to having access to material only on 
terms chosen by the copyright owner by a license. We would hope that Congress will 
clarify that, by prohibiting interference with protections applied by a copyright 
owner, it does not intend to prevent the transient and ephemeral copies or the 
transmission and reception of exempt displays or performances. 

Congress clearly recognized the import and complexity of a copyright exemption 
for digital distance education when it charged the Copyri^t Office with responsibil- 
ity for conducting the study and making the recommendations you now have before 
you. This issue is of vital concern to the educational institutions we represent. The 
higher education associations have been pleased to participate in the process created 
by the Copyright Office. 

We agree with the Copyright Office characterization of their recommendations as 
extending the policy enacted by Congress in 1976 into the digital environment of 
today and the future. We beheve the Copyright Office recommendations represent 
a balanced, reasonable approach and we endorse a great number of the rec- 
ommendations without question. We xirge Congress to adopt these recommendations 
by making the necessary changes to current law. In doing so, we hope you will give 
careful consideration to our modest suggestions for modincations to, or clarification 
of, those recommendations. 

Thank you for the opportunity to present our views. 
On behalf of: 
American Association of Community Colleges 
American Associations of State Colleges and Universities 
American Council on Education 
Association of American Universities 
Association of Research Libraries 
EDUCAUSE 
National Association of Independent Colleges and Universities 
National Association of State Universities and Land-Grant Colleges 

[Note: Additional material submitted by Ms. Gasaway is on file with the House 
Judiciary Committee's Subcommittee on Courts and Intellectual Property.] 

Mr. COBLE. Mr. Ochsenreiter. 

STATEMENT OF GLENN OCHSENREITER, VICE PRESIDENT, 
INDUSTRY RELATIONS, iCOPYRIGHT.COM 

Mr. OCHSENREITER. Mr. Chairman and members of the commit- 
tee, on behalf of iCopyright.com, I would like to express our appre- 
ciation for the invitation to testify this afternoon. I hope our per- 
spective is useful as you consider the U.S. Copyright Office rec- 
ommendations on copyright and digital distance. 

As we are all aware, technology is creating exciting new edu- 
cational opportunities for students and teachers both in schools and 
beyond traditional school boundaries. The same technology, how- 
ever, creates new challenges for schools and copyright owners be- 
cause of the imique elements presented by digital transmission dis- 
play. 

I am here on behalf of iCopyright.com to testify that new tech- 
nology is coming on-line that will help overcome these obstacles. 
iCopyright.com is a privately funded Internet start-up that is 
launching this faU the first comprehensive automated copyright 
permissions and reprints clearinghouse. It is a non-punitive system 
that respects both the culture of the web and the value of intellec- 
tual property. 

This Web-based clearinghouse will greatly simplify the process of 
obtaining a license to reuse copyrighted material. It covers not only 
traditional uses such as photocopying and reprints, but a broad 
range of new electronic reuse opportunities as well, such as elec- 
tronic reprints or e-prints as we call them, and the distribution of 
copyrighted material through e-mail. Our service encourages users 
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to do the right thing by making it convenient to do so. There is no 
fee for content owners to register their material or for users to re- 
view licensing terms and be put in contact with the publisher. 

The service is currently in a pilot program witn a number of 
leading publishers that represent traditional media as well as origi- 
nal Web content, including Barrons on-line, COMTEXT, Newsweek 
interactive, PricewaterhouseCoopers, Wall Street Journal Inter- 
active edition, and Washingtonpost.com. 

iCopyright enables content owners and users to find each other 
easily and provides the automated processing infrastructure to im- 
mediately execute licensing transactions for the benefit of both par- 
ties. As a true clearinghouse, iCopyright is independent of publish- 
ers, corporate customers, academic institutions, and any particular 
encryption or payment technology. As such, iCopyright does not 
choose sides of how to lobby an agenda with respect to the chal- 
lenging issues of copjrright, exemptions to cop)Tight, and fair use. 
We are, however, in a position to testify that the benefits of tech- 
nologies like ours will soon transform the copyright permission 

Erocess itself fi-om a cumbersome and extended undertaking that 
•equently produces no results into a streamlined, efficient oper- 

ation providing enhanced benefits for intellectual property licensees 
and licensors. 

As described in the Copyright Office Report, many educational 
institutions that would like to license material for digital distance 
education have reported a number of difficulties. First, in locating 
copyright owners; second, in obtaining the timely response fi"om the 
copjrright owner, once located; and third, in meeting the terms set 
by the copyright owner. We believe iCopyright's automated permis- 
sions clearinghouse will have a positive impact on all these prob- 
lem areas. 

Publishers can easily register their content with iCopyright and 
list the types of clearances they are willing to license. Users inter- 
ested in obtaining a license can quickly review available clearances. 
This can be as easy as clicking on the iCopyright logo at the bottom 
of a Web dociunent. This service at no cost to either party will re- 
duce from months to moments the time it takes to locate the copy- 
right holder and learn what clearances are available. 

In addition, we believe most content owners will choose to offer 
instant clearances through iCopyright's patent pending Web-based 
transaction engine which automates the clearance process, collects 
and distributes licensing royalties, and delivers the content in the 
desired format, with proof of clearance. 

Licensing terms and all decisions about the types of clearances 
offered through iCopyright are determined entirely by content own- 
ers. We believe, however, that the transition to real-time clearance 
transactions via the Internet will strongly influence and encourage 
the simpUfication of these terms and the moderation of license fees. 
Because the automation of clearance transactions removes most of 
the overhead associated with licensing, publishers are likely to 
offer a range of clearances that they woiild not economically justify 
in the past. 

Most importantly, access to real-time information about prices 
leads to a more efficient marketplace, a marketplace where the 
price you pay reflects actual demand. On-line auctions are a prime 
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example of this. Pricing will tend to find its way to a point that 
is low enough to motivate institutions to obtain rights for the reuse 
of coveted material and avoid possible liability for imauthorized use 
but high enough to create meaningful new revenue for content 
owners. 

iCopjTight applauds the Copyright Office's fundamental premise 
that emerging markets should be permitted to develop witn mini- 
mal government regulation and that copyright owners and users 
should have the opportunity to establish mutually satisfying rela- 
tionships as new technology leads to the development of new mar- 
kets for copyrighted works. 

We are confident that the frictionless efficiency and immediacy 
of automated Web-based copyright clearance transactions will pro- 
vide the foimdation for effective market mechanisms to quickly 
take hold without the requirement of adjustments to existing law. 

Thank you again for the opportunity to testify today and 1 look 
forward to any qruestions that may be raised by my testimony. 

Mr. JENKINS [Presiding]. Thank you, sir. 
[The prepared statement of Mr. Ochsenreiter follows:] 

PREPARED STATEMENT OF GLENN OCHSENREITER, VICE PRESIDENT, INDUSTRY 
RELATIONS, ICOPYRIGHT.COM 

As we are all aware, technology is creating exciting new educational opportunities 
for students and teachers both in schools and beyond traditional school boundaries. 
This same technology, however, creates new challenges for schools and copyright 
owners because of the unique elements represented by digital transmission and dis- 
f)lay. I am here on behalf of iCopyright to testify that new technology is coming on- 
ine that will help overcome these obstacles. 

iCopyright is a privately funded Internet start-up that is launching the first com- 
prehensive, automated copyright permissions and reprints clearinghouse this fall. It 
IS a non-punitive system that respects both the culture of the Web and the value 
of intellectual property. This Web-based clearinghouse will greatly simplify the proc- 
ess of obtaining a license to reuse copyrighted material. It covers not only tradi- 
tional reuses such as photocopying and reprints but a broad range of new electronic 
reuse opportunities as well, such as electronic reprints, or "e-prints," and the dis- 
tribution of copyrighted material through e-mail. Our service encourages users to 
do the right thing by making it convenient to do so. 

There is no fee for content owners to register their material or for users to review 
licensing terms and be put in contact with the publisher. The service is currently 
in a pilot program with a number of leading publishers that represent traditional 
media as well as original Web content, including Barren's Online, COMTEX, News- 
week Interactive, fiicewaterhouseCoopers, Wall Street Joumail Interactive and 
Washingtonpost.com. 

iCopyright enables content owners and users to find each other easily and pro- 
vides the automated processing infrastructure to immediately execute licensing 
transactions for the benefit of both parties. As a true clearinghouse, iCopyright is 
independent of publishers, corporate customers, academic institutions and any par- 
ticular encryption or payment technology. As such, iCopyright does not choose sides 
or have a lobbying agenda with respect to the challenging issues of copyright, ex- 
emptions to copyright and fair use. We are, however, in a position to testify that 
the benefits of technologies like ours will soon transform the copyright permission 
process itself from a cumbersome and extended undertaking that frequently pro- 
duces no results into a streamlined, efficient operation providing enhanced benefits 
for intellectual property licensees and licensors. 

At iCopyright, we are convinced that most corporations and institutional users 
want to do the right thing in properly licensing the reuse of content—they are often 
creators and owners of intellectual property in their own right. It should be noted 
as well that although our service is based on the honor system, our digital tools do 
idlow for self-policing by publishers and regulatory agencies that are seeking to lo- 
cate unauthorized reuses of content that has been registered with iCopyright. 

Aa described in the Copyright Office report, many educational institutions that 
would like to license material for digital distance education have reported a number 
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of difficulties: first, in locating copyright owners; second, in obtaining a timely re- 
sponse from the copyright owner once located; and third, in meeting the terms set 
by the cop3Tight owner. We believe iCopyright's automated permissions clearing- 
house will produce a positive impact in all of these problem areas. 

Publishers can easily register their content with iCopyright and list the types of 
clearances they are willing to license. Users interested in obtaining a license can 
quickly review available clearances—this can be as easy as clicking on the 
iCopyright logo at the bottom of a Web document. This service, at no cost to either 
party, will reduce from months to moments the time it takes to locate the copyright 
bolder and learn what clearances are available. In addition, we believe most content 
owners will choose to offer instant clearances through iCopyright's patent-pending 
Web-based transaction engine which automates the clearance process, collects and 
distributes licensing royalties, and delivers the content in the desired format with 
proof of clearance. 

Licensing terms and all decisions about the tjiJes of clearances offered through 
iCopyright are determined entirely by content owners. We believe, however, that the 
transition to real-time clearance transactions via the Internet will strongly influence 
and encourage the simplification of these terms and the moderation of license fees. 

The automation of cfetirance transactions removes most of the overhead expense 
previously inciured by publishers. Lower overhead encourages publishers to offer a 
range of clearances that they could not economically justify in the past. Because of 
the opportunity to expand the number of clearances provided, lower overhead also 
encourages lower prices on previously available clearances. In addition, through 
iCopyright, content owners can more easily provide licenses at no cost for certain 
uses or for particular classes of users, such as non-profits, academics or for personal 
use. Because the process is immediate and easy, publishers will find demand in- 
creasing because more users can find their clearance offerings and complete the 
transaction. 

Most importantly, access to real-time information about prices leads to a more ef- 
ficient marketplace where the price you pay reflects actual demand. Online auctions 
are a prime example of this. Pricing will tend to find its way to a point that is low 
enough to motivate institutions to obtain rights for the reuse of coveted materisd 
aad avoid possible liability for unauthorized use, but hig^ enough to create mean- 
ingful new revenue for content owners. 

iCopyright applauds the Copyright Office's fundamental premise that emerging 
markets should be permitted to develop with minimal government regulation, ana 
that copyright owners and users should have the opportunity to establish mutually 
satisfying relationships as new technology leads to the development of new markets 
for copyrighted works. We are confident that the frictionless efficiency and imme- 
diacy of automated Web-based copyright clearance transactions will provide the 
foundation for effective market mechanisms to quickly take hold without the re- 
quirement of adjustments to existing law. 

Mr. JENKINS. Professor Cross. 

STATEMENT OF JOHN CROSS, PROFESSOR OF LAW, 
UNIVERSITY OF LOUISVILLE SCHOOL OF LAW 

Mr. CROSS. Thank you. I would like to thank the subcommittee 
for the opportunity to speak today. I would like to thank Rep- 
resentative Mazzoli for his kind words of introduction. 

My written statement actually deals with both of the matters on 
the agenda, but because of the makeup of this panel, I thought I 
would confine my oral testimony to the Copyright Office proposal. 

Let me say at the outset that I have experience on both sides of 
the issue of digital distance education. While in practice, a number 
of my clients were intellectual property owners and my work was 
to protect their interests. 

Now I am an educator and I have seen that distance education, 
although I was a skeptic at first, does hold out a number of advan- 
tages. It does hold out a number of advantages especially to the so- 
called non-traditional student. 

Like everyone else on the panel, I would like to commend the 
Copyright Office for an excellent report.  I have no quibbles or 
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qualms whatsoever with the background material. I really have 
nothing to add to that background. My discussion is going to focus, 
like everyone else, on the proposals for legislative change that were 
set out in that report. I think my views correspond quite closely to 
those of Professor Gasaway. 

The proposal does make a number of excellent suggestions for 
changes to section 110(2), the exception that deals with educational 
transmissions. Because of changes in technology, those proposed 
amendments are crucial if digital distance education is truly going 
to work. The goal, as I see it, though, is not simply to make dis- 
tance education work, but to maximize its use in order to reap the 
beneiits to non-traditional students. If we are going to do that, if 
we are truly going to maximize the use of digital distance edu- 
cation, then I would suggest the Copyright Office Report's propos- 
als don't go far enough. 

Currently the Copyright Act has two separate exceptions that 
deal with educational use. Section 110(2) we have discussed at 
length. There is also section 110(1), the face-to-face in-class section. 
If we are going to encourage the use of distance education, why not 
make the two into one? Why not merge section 2 into section 1, 
thereby abolishing all of the additional limitations on digital dis- 
tance education? The greatest impact as we have discussed so far 
would be on things like audio-visual works. Audio-visual works 
cannot currently be shown by distance education. They can be 
shown in the classroom. 

That would, or could at least, create problems. I think the fear 
is we are going to have some sort of pirate industry of students 
downloading vast quantities of material and distributing them in 
some sort of underground market. I admit that could be a real fear. 

I would suggest, though, that the Copyright Office proposal pro- 
vides a way to control that, and again I will return to the question 
of technology. The proposed changes to section 110(2) recommend 
the use of technological controls to limit the distance education 
process. These technological controls really touch on three points. 
First, they limit student access. They limit access to students en- 
rolled in the class. Second, you limit the students basically to a sin- 
gle opportunity to view the work. Third, you would limit the ability 
to download works and to make copies for others. 

If the act is amended to add those restrictions, what real dif- 
ference is there between distance education and the section 110(1) 
classroom experience? The fundamental idea underlying the section 
110(1) exception is that the student sees the work once and really 
has no opportunity to make a real copy. If we can add technological 
restrictions that limit distance education students in the same way, 
why should we treat the two situations any differently? 

As long as an educator and an educational institution make a 
reasonable effort to use available technological controls, then I sug- 
gest the two ought to be treated equally. Both ought to be able to 
show exactly the same sorts of works in their entirety. 

In closing, I would like to emphasize the Constitution itself tells 
us why we have copyright. The purpose of copyright is to promote 
the progress of science. Science in the Constitution means knowl- 
edge, and while I agree that it is crucial to provide an incentive to 
artists, musicians, and authors to produce that knowledge, we can't 
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reaches its intended beneficiaries. We need to have amendments to 
the Copyright Act that allow distance education to reach its full po- 
tential. 

I would hke to thank the subcommittee for the opportunity to 
speak. I would be willing to answer questions not only on the Copy- 
right Act proposal but perhaps as part of the second panel regard- 
ing security interest proposal. Thank you. 

Mr. COBLE. Thank you, Professor. 
[The prepared statement of Mr. Cross follows:] 

PREPARED STATEMENT OF JOHN CROSS, PROFESSOR OF LAW, UNIVERSTTY OF 
LOUISVILLE SCHOOL OF LAW 

SUMMARY 

Both of the items on todays agenda deal with important issues that have arisen 
in the realm of intellectual property. Although the proposals contained in each docu- 
ment are essentially sound, both could benefit from a few minor changes. 
Report on Copyright and Digital Distance Education 

This comprehensive report does an admirable job setting out the many copyright 
problems that have arisen in the use of new digital technologies for distance edu- 
cation. I fully agree with the overwhelming majority of the Report, especially the 
background materials. My few comments relate solely to the suggestions for legisla- 
tive change contained in the report. In short, I: 

• Generally agree with most specific proposals set out in the Report. The anti- 
quated language of the § 110 exceptions should be updated to enable the effec- 
tive use of modem digital technology in distance education. 

• Disagree with the proposal that teachers involved in distance education 
should not have the same freedom to use copyrighted works as teachers in 
the cletssroom. 

• Suggest that rather than amending §110(2), Congress should merge that ex- 
ception into the "face-to-face" education exception in §110(1). This more 
sweeping change would put distance education on an equal footing with class- 
room education insofar as the unlicensed use of copyrighted works is con- 
cerned. The greater risks posed by distance education could be dealt with by 
technological controls. 

Federal Intellectual Property Security Act 
This proposal for legislation seeks to remedy flaws in the filing systems main- 

tained by various federal offices for security interests in intellectual property. Al- 
though the proposal is well thought-out and carefully crafted, it could be improved 
in several ways, including: 

• Excluding marks from the provision requiring the filing of a federal financing 
statement. Because of several crucial differences between federal marks and 
other forms of federal intellectual property, the proposal would result in a de 
facto "dual-filing" system for marks. In addition to being redundant, this 
dual-filing system poses some risk to lenders and consumers. 

• Revising the key provision to make it clear that filing a federal financing 
statement gives the lender priority not only over subsequent transferees, but 
also over junior secured lenders. 

STATEMENT 

Mr. Chairman and the Members of the Subcommittee: 
My name is John Cross. I am a Professor of Law at the University of Louisville 

School of Law in Louisville, Kentucky. Before 1 begin, 1 would like to thank the Sub- 
committee for the opportunity to address the two items on today's agenda. 

Because of my professional background, I can offer some unique insights into the 
matters before the Subcommittee. Prior to accepting a faculty position at the Uni- 
versity of Louisville, I was an attorney in private practice in Minneapolis, Min- 
nesota. A major portion of my practice involved representing the interests of small 
firms in obtaining and protecting intellectiud property, especially trademarks. In 
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that practice, I had the opportunity to deal with some of the problems that can arise 
when firms attempt to use their intellectual property as collateral for loans. 

I have continued to specialize in intellectual property during my academic career. 
I regularly teach courses in Law and Computers and Trademark Law. I have pub- 
lished several articles dealing with various facets of intellectual property law. I have 
also had occasion to deed witJb these issues from a more practical perspective. I have 
served on my law school's technology committee for several years, acting as chair 
for the last two. In addition, I regularly provide consulting services for the Univer- 
sity's Office of Technology Transfer, focusing primarily on patents. In this same ca- 
pacity, I recently helped rewrite the University policy concerning ownership of intel- 
lectual property in inventions and works produced by University faculty. Finally, for 
the past several months I have served on a university committee dealing with, 
among other matters, the use of computer technology in distance education. 

My work at the University of Louisville has kept me in tune with the myriad 
problems that arise in cormection with distance education. The University of Louis- 
ville is a regional leader in providing distance education. Although we, like many 
other universities, originally used only television technology, the past few years 
have seen various faculty experiment with the use of other technologies, including 
interactive sjmchronous video and asynchronous web-based classrooms. More re- 
cently, the Commonweedth of Kentucky launched a major new distance education 
initiative, called the "Commonwealth Virtual University," in which most of the Com- 
monwealth's universities will participate. Because of these activities, I consider my- 
self qualified to comment on each of the proposals before the Subcommittee. 

Before dealing with the specifics of each proposal, I would Uke to offer a few gen- 
eral comments concerning both the Report on Copyright and Distance Digital Edu- 
cation and the proposal for a Federal Intellectual Property Security Act. Both docu- 
ments deal with important issues facing modem intellectual property owners. Both 
deal with these issues in a comprehensive and well-considered way. The concrete 
proposals for legislative change in each document have been carefiiUy crafted to deed 
with the problems identified. Therefore, I wish to make it clear that although my 
statement identifies and discusses certain problems with each document, the posi- 
tive aspects of each document far outweigh the problems. The proposals for legisla- 
tive change set out in the Report on Copyright and Digital Distance Education 
would, if enacted into law, go a long way toward ameliorating some of the problems 
posed by the use of digital technology in distance education. Likewise, the Federal 
Intellectual Property Security Act could easily be turned into a bill dealing with pro- 
viding notice of security interests in federal intellectual property. Each of these pro- 
posals needs only a little "fine-tuning" to become effective legislation. 

The remainder of my Statement wiU deal with each of the documents in turn. 
Report on Copyright and Digital Distance Education 

Throughout the history of the United States, there has been a tension between 
education and copyright. The ultimate purpose of copyright is to advance the gen- 
eral level of knowledge. This goal is reflected in Article I, § 8 of the Constitution, 
which adlows Congress "To promote the Progress of Science and the useful Arts, by 
securing for limited Times ti Authors and Inventors the exclusive Right to their re- 
spective Writings and Discoveries." Yet, the system the fi-amers designed sometimes 
works at cross-purposes with the ultimate goal of increased knowledge. That system 
seeks to advance the general level of knowledge by giving authors exclusive control 
over the ftiiits of their creative activity. However, neither the Constitution nor the 
enabling legislation contains a general requirement that authors and inventors dis- 
seminate their works. There is no general compulsory licensing requirement in the 
Copyright Act. Accordingly, a stubborn author may prevent release of her work, 
thereby denying society the benefits of her creative activity and potentially thwart- 
ing the pursuit of greater knowledge. 

Recognizing this problem. Congress has exempted certain educational activities 
fi^m the federal copyright laws. As discussed at length in the Report, §110 of the 
Copyright Act creates several broad exceptions relating to education. Section 110(1) 
allows nonprofit educational institutions to perform or display any copyrighted work 
in the context of face-to-face education. Section 110(2) creates a prerogative to per- 
form or display copyrighted works as part of an educational "transmission." 'That 
second exception, of course, directly pertains to distance education. However, the 
§110(2) prerogative to transmit works is much narrower than the §110(1) preroga- 
tive to use works in the classroom. For example, while a teacher may perform any 
work in class, he may transmit a performance of only nondramatic literary or musi- 
cal works. That limitation would significantly impeur an educational institution's 
ability to offer a distance course in, e.g., "Modem American Film." Other provisions 



41 

in §110(2) further restrict the freedom to transmit copyrighted works in ways that 
do not apply in the classroom. 

In addition to § 110, the fair use provision of § 107 may also apply to education. 
An obvious example of an educational fair use not covered by §110 would be the 
use of an overhead projector to display a picture from a book or a passage from a 
novel or poem. Because the teacher has "copied" the work onto the overhead rather 
than performed or displayed the original, the §110 exceptions do not apply. How- 
ever, Decause the teacher has used only a portion of the work for educational pur- 
poses, and done so in a way that has little if any impact on the market for the work, 
that use would be a non-infringing fair use. 

The Report on Copyright and Digital Distance Education focuses primarily on the 
educational exceptions of §110, rather than the more general concept of fair use. 
Moreover, although it does discuss 110(1) at length, the Report concentrates on the 
transmission exception of § 110(2). Rather than burden the Subcommittee with a re- 
hash of the Copyright Office's excellent analysis, I will provide only a cursory review 
of the major points, together with my own observations on the Report's rec- 
ommendations. 

In essence, the Report identifies two basic types of problems with the current leg- 
islation. The first are various technical problems posed by changes in the types of 
technology used in distance education. The second are various policy considerations 
designedto faciUtate the use of distance education. 

Technical Proposals. The Committee's proposals concerning the technical matters 
are contained primarily in Part VI(BX3)(a)-(e) and (i). I fully agree with all of these 
proposals. For example, as both §110(1) and (2) currently allow only "performance" 
and "display of copyrighted works, a teacher may not rely on those provisions to 
copy a work. And yet, most distance education requires the creation of^one or more 
copies, typically on a server. As long as these copies are merely incidental to the 
educational use, they should not constitute an infringement. Admittedly, such copy- 
ing could constitute a non-inlringing fair use under § 107. However, as the Report 
accurately points out, the fair use exception is too vague to provide much guidance 
to teachers and educational administrators who are conscientiously trying to avoid 
infringing a copyright. If distance education is to succeed, there is a clear need to 
amend §112 to create the new "ephemeral recording exception" proposed in sub- 
section (i) of the Report. For the same reasons, the subsection (b) proposal to add 
limited rights of reproduction and distribution is likewise very important. 

On the other hand, the Report is also correct in noting that the exceptions should 
not be amended to the extent that they would effectively undermine the market for 
copyrighted academic works. In their current form, the §110(1) and §11(K2) excep- 
tions fit a specific paradigm—a single, time-limited performance or display of a 
work. Although promoting distance education may necessitate relaxing the current 
requirement that such performance or display occur in a traditional classroom envi- 
ronment, the basic notion that the student's exposure to the work be limited in time 
should bie preserved. In essence, the student should be allowed only a single access 
to the work. A student who wants to archive the display or performance in order 
to review it at a later date should ordinarily be required to compensate the copy- 
right owner. In this regard, the distance education student would be treated no dif- 
ferently than a student in a traditional classroom environment. For example, al- 
though a college professor is free to read a copyrighted text to his students, any stu- 
dent who wants a permanent copy of the tejct must either purchase it from an au- 
thorized source or obtain permission to copy from the copyright owner. 

With respect to these technical issues, I am somewhat more confident than the 
authors of the Report that technology will develop in a way that will enable an insti- 
tution providing distance education to meet this "single access" requirement. Al- 
though not infallible, the use of passwords has already developed to a stage where 
access to distance education materials can be limited to students enrolled in a 
course. Efiective technological controls on printing and archiving works should also 
not be difficult to develop, if in fact they do not already exist. Therefore, in order 
to ensure that copyright satisfies its ultimate goal of promoting the progress of 
knowledge, an educational institution that uses such controls should be given rel- 
atively free rein to perform or display works, together with suiy copying and dis- 
tribution incidental to that performance or display, in connection with distance edu- 
cation. 

Policy Issues. Parts VI(BK3Kf), (g), and (h) of the Report deal with broader ques- 
tions of policy. Although I agree with much the Report has to say about these mat- 
ters, I also disagree with certain crucial points in (f) and (g). 

Section (f) deals with the ongoing dispute concerning whether the §110(2) excep- 
tion should continue to be available only to "nonprofit" educational institutions. I 
too have concern about a for-profit institution reaping profit from the free use of 
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copyriehted works. On the other hand, given that the ultimate goal of copyright is 
to mrther knowledge, I would be hesitant to endorse a system that either denied 
for-profit educational institutions access to the same background materials available 
to non-profits, or made such access cost-prohibitive. I would suggest, however, that 
the issue is not as black or white as the Report makes it seem. Although it would 
be difficult to administer, Congress might want to consider the use of some sort of 
compulsory licensing regime for for-profit educational institutions. If works were 
available to those institutions at a reasonable cost, perhaps based on marginal prof- 
it, it would go a long way toward ensuring that for-profit and nonprofit educational 
institutions could utilize the same materisus. 

Section (g) suggests that the categories of works that qualify for the §110(2) ex- 
ception be expanded, but in only a very limited way. I strongly disagree with this 

Efunicular recommendation. As noted above, distance education may open up a num- 
er of new vistas in the education process. Most significantly, it may give those of 

limited means, or those with Umiting personal or family circumstances, the chance 
to obtain a college education. In order for distance education to realize its promise, 
however, the educational process must mirror as closely as possible the traditional 
classroom environment. In fact, most of the technological development in distance 
education is geared toward making the virtual classroom as much like traditional 
face-to-face education M possible. If the technology is there, it would be terribly un- 
fortunate if the law placed greater restrictions on a teacher providing distance edu- 
cation than it did on the teacher in the classroom setting. Section 110(1) allows a 
teacher in the classroom to perform or display any work. The teacher providing that 
same class to a distant audience should have the same freedom. 

Of course, distance education that is baaed on digital technology poses greater 
risks to the copyright owner. As long as effective technological controls can be devel- 
oped, and educational institutions are required to utilize those controls, we can 
achieve a balance between the economic interests of the copyright owner and soci- 
etys need for fiirthering knowledge. 

A More Comprehensive Proposcu. The observations of the last two paragraphs lead 
directly into my last recommendation. The mandate given to the (Jopyright Office 
specifically called for it to consider ways in which § 110(2) might be amended. There- 
fore, although the Report did deal with §110(1) to some extent, the vast m^ority 
of the discussion focused on §11(K2). That focus, however, is unnecessarily confin- 
ing. Were the whole question of how copyrighted works could be used in education 
to be considered anew, the result might be something more comprehensive than an 
amendment to § 11(X2). In fact, a more sweeping change would actually do a better 
job in striking a proper balance between the needs of education and the legitimate 
interests of copjright owners. 

I propose that §110(2) be merged into an simended §11(K1). The new provision 
would apply equally to all education, regardless of whether it takes place in the tra- 
ditional classroom or over a network. Like the current §11(X1), the new provision 
should allow the performance of any cop3Tighted work, not merely nondramatic or 
musical works. The other requirements of current §110(1), such as the requirement 
that only lawful originals be used, should of course be retained. The new provision 
could also incorporate the §11(X2KA) requirement that the performance or display 
be part of the education activities of the institution. 

In addition, the new provision could incorporate many of the specific proposals 
that the Report makes concerning § 11(K2). Because distance education poses greater 
risks to the copyright owner, an educational institution should be required to limit 
access to authorized students. Likewise, the institution should be required to use 
available technological controls to prevent unauthorized archiving or printing of 
works, or the dissemination of copies to third parties. 

The goal of my proposal is for the law to treat traditional and distance education 
aUke. That is, in tact, the direction that the technology is heading. Although I per- 
sonally wonder whether distance education can ever ftilly recreate the dynamic that 
exists in the traditional face-to-face classroom, the technology may prove me wrong. 
If so, it would be unfortunate for the law to stand in the way of a process that could 
make quality education available to all. Therefore, the distance educator should 
have exactly the same prerogatives as the in-class educator. 

In closing, I commend the Copyright Office for its comprehensive report and spe- 
cific proposals for change. That Report will be a valuable tool for Congress when 
it decides whether the problems posed by distance education warrant a legislative 
solution. 
Federal Intellectual Property Security Act 

The proposal for a Federal Intellectual Property Security Act deals with a tech- 
nical, but important, problem facing a wide variety of businesses. Federal patent, 
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trademark, copyright, and similar laws turn inventions, works, and business sym- 
bols into valuable assets. By providing a limited monopoly for these assets, Congress 
has in essence created a new form of business capital. In fact, for many start-up 
companies, especially those in the biomedical industry, the capital represented by 
a patent or copyright is the company's msiin asset. 

Marketing a new invention or copyrighted work often requires significant start- 
up costs. Because many authors and inventors simply do not have the money, they 
simply license their innovation to another. In many cases, these deals prove unsatis- 
factory to the author or inventor, EIS the royalty that they receive may be only a 
small share of the ultimate proceeds attributable to the invention or work. Realizing 
this, a growing number of mventors and authors forego the standard channels of 
distribution and attempt to market their intellectual property themselves. To obtain 
the start-up costs, these inventors and authors typically borrow money from a com- 
mercial lender. As the federal intellectual property right is the heart of the fledgling 
business enterprise, the institutional lender quite naturally takes a security interest 
in that intellectual property right as collateral for the loan. 

There is already a well-established practice of granting security interests in intel- 
lectual property. The Proposal before the Subcommittee today deals not with the va- 
lidity of the practice, but in the seemingly more mundane question of how the se- 
cured lender provides notice of its interest to others. Most seciuity interests, regard- 
less of whether they involve tangible or intangible collateral, are accompanied by 
the filing of a financing statement with a state registry. That filing "perfects" the 
interest, giving the lender priority over subsequent transferees and other security 
interests. 

In theory, that same system would work for federal intellectual property rights. 
However, each of the federal laws dealing with intellectual property contains a pro- 
vision governing how the right may be transferred. All of these provisions require 
that notice of the transfer be filed with the federal office responsihle for overseeing 
that form of intellectual property. A transferee who fails to file the required notice 
runs tiie risk that the transfer will not be effective against a subsequent transferee 
of the same intellectual property right. 

Although there is a difference between the grant of a security interest and an out- 
right conveyance, most lenders already file notice of security interests in federal in- 
tellectual property with the appropriate federal office, usually in addition to a state 
filing. Because a default on the underlying loan may lead to foreclosure, this federal 
fiUng helps to ensure that the lender will take good title to the intellectual property 
interest in the event of foreclosure. All of the federal offices routinely accept these 
notices. 

However, the current filing system has certain problems. First, as the Proposal 
acknowledges, there is some disagreement among the courts as to whether a federal 
filing is necessary to safeguard the lender's interest, especially in the field of copy- 
right. Second, many commercial lenders take a security interest in all business as- 
sets, including property acquired by the debtor afer the date of the loan. While state 
filing 8)rstem8 based on the Uniform Commercial Code allow the lender to file a fi- 
nancing statement containing a general description of the collateral, the federal of- 
fices do not. 

The Proposal has two basic goals. The first goal is substantive: to make filing in 
the federal office alone sufficient to protect the lender's rights. Although a lender 
would still be free to file in a state office, only the federal filing would ensure the 
lender priority over subsequent transferees. The second goal is to make the federal 
filing system more like current state UCC-based systems, by allowing for general 
descriptions of collateral. 

The proposal is very well thought-out and carefully drafted. However, there are 
a few areas in which the Proposal might be improved. To this end, I have one gen- 
eral suggestion, and a handful of more specific recommendations. 

General Comment. The Proposal makes a great deal of sense for security interests 
in copyrights, patents, boat hull designs, mask works, and plant variety protection. 
However, it is more problematic with respect to marks. Because there are signifi- 
cant differences between marks smd other forms of intellectual property, making a 
federal filing an absolute prerequisite to priority is at best unnecessary, and quite 
possibly detrimental to the interests of lenders, owners of marks, and even consum- 
ers. I therefore recommend that if the proposal is introduced as a bill, it should be 
amended to exclude coverage of marks. Although filing notice of a security interest 
with the Patent and Trademark Office should by all means be allowed, it should 
not be a prerequisite for obtaining priority over junior interests in the mark. 

Most federal intellectual property rights involve discrete, ascertainable interests. 
A patent is the exclusive right to make and sell a particular invention, as defined 
by the claims. A copyright grants a set of exclusive rights in a certain identifiable 
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work. The laws governing mask works, plant variety protection, and boat hull de- 
signs also fit this basic paradigm. There is a one-to-one relationship between the 
federal right and the creation. In addition, the right granted by federal law is sepa- 
rable from the underlying object. An author or inventor may sell the physical em- 
bodiment of his creation without losing his copyright or patent. Therefore, the fed- 
erad right and the physical creation each have a separate value. 

A mark also relates to an identifiable business asset. Trademarks, service marks, 
collective marks, and certification marks are all symbols that represent the value 
of the goodwill that the owner of that mark has garnered over tne years. But the 
similarity between marks and other forms of federal intellectual property ends 
there. First, unlike other federal intellectual property rights, a mark cannot be sepa- 
rated from the goodwill that it represents. A "naked" assignment of a mark (that 
is, a transfer of a mark without the goodwill of the transferor) is considered an 
abandonment of the mark, resulting in the loss of aU rights in the mark. Section 
10 of the Lanham Act (15 U.S.C. §1060) incorporates this concept, and allows a 
mark to be assigned only along with the associated goodwill. 

A second difference between marks and other federal intellectual property rights 
is that the protection of marks is not exclusively federtd. Both federal and state laws 
afford protection to marks. Although registration of a mark under the Lanham Act 
does anord the owner of that mark certain additionad rights, federal registration is 
not required for legal protection. A significant number of marks, especially service 
marks, are protected only by state law. 

A third unique feature of^ marks is that there is not necessarily a one-to-one rela- 
tionship between the right and the underlying asset. A person has only one patent 
in a given invention. A business may, by contrast, have a series of marks relating 
to the same good or service. It may, for example, claim rights not only in the styl- 
ized trademau-k it uses on its product, but also on the unadorned words alone. It 
may similarly use a symbol on the same product. In some cases, the distinct packag- 
ing or even a unique product design may function as a mark. It is not uncommon 
for a firm to register only some of its marks, relying on state law to protect the oth- 
ers. 

The Proposal fails adequately to address the consequences that flow fi-om these 
differences between marks and other forms of federal intellectual property. As writ- 
ten, the proposal applies only to marks that have been registered under the Lanham 
Act (although the Proposal fails to specify, I assume that this means registration 
under either the Principal or the seldom-used Supplemental Register of the Lanham 
Act). As a result, it appUes neither to unregistered marks nor to the underlying 
goodwill of the firm. Security interests in these unregistered marks and gooawill 
must be perfected by state filings. Because a lender who takes a mark as collateral 
will invariably also take an interest in both the underlying goodwill and all other 
marks that pertain to that goodwill, the Proposal in effect creates a "dual-filing sys- 
tem for marks, in which the lender will file in both the state office and the Patent 
and Trademark Office. 

At best, this dual-filing system is an unnecessary redundancy. Admittedly, the 
burden of establishing Emd maintaining the system will not be that great. The Pat- 
ent and Trademark Office already allows notices of security interests to be filed. The 
cost of converting that system to accommodate the new federal financing statement 
should not be that significant. Assuming that the filing fees remain reasonable, the 
additional cost to the lender of the second filing will be minimal. 

On the other hand, what does the requirement of a second filing accomplish? As 
noted above, a mark cannot be separated from the goodwill with which it is associ- 
ated. Therefore, any potential purchaser of an ongoing business will search for secu- 
rity interests in both the underlying goodwill and all marks associated with that 
goodwill. Because a state filing is necessary to perfect a security interest in the 
goodwill and any unregistered marks, the prudent buyer will automatically conduct 
a search of the state registry. If that search discloses that the goodwill is encum- 
bered, that buyer has no need to conduct a second search in the appropriate federal 
office, for a mark is worthless without the underlying goodwill. Therefore, in the 
case of a mark, the requirement of a federal filing seems redundant. 

Moreover, in certain situations the dual-filing system may actually have a det- 
rimental effect. Although a careful lender would file with both the Patent and 
Trademark Office and the state registry, it is possible that a lender might comply 
with the requirements of one system but not the other. Suppose, for example, that 
a lender files a proper federal financing statement, but fails to make a proper state 
filing (it might, for example, have filed with the wrong state). That lender would 
have a perfected interest in the federal mark, but not any state marks or the under- 
lying goodwill. Suppose fiirther that the debtor later sells its btxsiness, including the 
goodwill, to a third party, pursuant to a sales agreement that makes no mention 
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of any federally-registered marks. As the Proposal is drafted, if that third party had 
no actual notice of the lender's interest, it would take free and clear of the security 
interest. Although the federal filing might otherwise serve as constructive notice, 
the third party would have no reason to search the Patent and Trademark Office 
filing system, as it was not purchasing any federal marks. 

Of course, it might seem as if the lender in this situation has merely suffered the 
consequences of its carelessness. However, one other consequence may result from 
this sequence of events. After the conveyance to the third party, the federal mark 
and the goodwill are owmed by different parties. This separation of the mark and 
the goodwill results in abandonment of the mark, destroying its entire value. This 
Sossibility of abandonment certainly affects the lender, and will invariably be re- 

ected in lending rates. Moreover, abandonment of the mark may also affect inno- 
cent consumers. After abandonment, anyone is free to adopt the mark for use on 
its own goods or services. Because consumers rely extensively on marks to make 
purchasing decisions, the unintended dissociation of the mark and the goodwill of 
the original seller is likely to cause customer confusion—precisely the sort of confu- 
sion that the Lanham Act is designed to prevent. 

Admittedly, the scenario set out just above is somewhat unlikely. But given that 
the requirement of a federal filing is redundant anyway, the risk of customer confu- 
sion is a further reason to question the desirability of a dual-filing system. Although 
allowing a federal filing for marks is commendable, actually requiring that fiUng as 
a prerequisite to protecting the lender's interest may well prove to be unwise. I 
therefore suggest that any future federal intellectual property security act omit 
marks frt>m the compulsory filing provision. 

Specific Comments. I also have a few specific comments concerning the Proposal, 
which I have referenced by the section numbers used in the Proposal. 

Section 2(6)(b). If the act is to include federally-registered marks, this clause must 
be amended to include a reference to the Commerce Clause. The Patent and Copy- 
right Clause of Article I, § 8, cl. 3 cannot serve as the basis for federal laws dealing 
with marks. That clause allows Congress to provide protection "for limited Times. 
Protection of a mark is not limited in term, but contmues for as long as the owner 
uses the mark. Moreover, Article I, §8 allows Congress to give righte only to "Au- 
thors and Inventors." Authors and inventors innovate. Legal protection of a mark, 
by contrast, does not require innovation. Rights in a mark vest in the person who 
has used that mark in connection with a given good or service for the longest time. 
That senior user has rights even if she copied the mark from someone else who used 
it for a different good or service. 

Section 3(bK2KB). This provision is the heart of the entire Proposal, and therefore 
warrants close scrutiny. As written, filing a federal financing statement protects the 
secured party against subsequent transfers of the federal intellectual property. 
Transfer* is defined in section 3(a) to exclude security interests. Therefore, as writ- 
ten, the Proposal nowhere provides that filing a federal financing statement gives 
the lender priority over junior security interests. Lenders could, of course, obtain 
that priority under state law by making a second filing with the state office. To 
eliminate that need, however, this provision should be amended to provide that a 
federsd filing gives the lender priority not only over subsequent transferees, but also 
over junior security interests. 

Section 3(bK3XB). I would recommend that the parenthetical phrase ("and, in the 
case of Federal marks, the goodwill of the business connected with the use of and 
symbolized by such Federal marks") be deleted. Goodwill is not a federal intellectual 
property right. Therefore, even if the Proposal becomes law, lenders will continue 
to perfect security interests in goodwill by filing with state offices. A potential pur- 
chaser of that goodwill will continue to sesurch the state filing systems to determine 
if the goodwill is encumbered. The wording of this section, however, could be con- 
strued as allowing a lender to perfect a security interest in goodwill by fiUng either 
a state or federal financing statement. This in turn would force all purchasers of 
an ongoing business concern to conduct a separate search in the Patent and Trade- 
mark Office, in the off chance that the seller also has a federally-registered mark 
connected with that goodwill. Due diligence would require a federal search even if 
the purchase agreement did not mention federal marks. 

Second, I am somewhat uncomfortable with the last clause of this section, which 
provides that a reference to "intellectual property" or "general intangibles" in a fed- 
eral financing statement is sufficient to cover not only intellectual property that al- 
ready exists, but also any federal intellectual property produced at a later date. I 
reaUze that whether that after-acquired property is actually subject to the security 
interest is governed by the security agreement, not the financing statement. How- 
ever, if an author or inventor should later produce another work or invention, a sub- 
sequent lender may be hesitant to lend money out of fear that the new invention 
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is already subject to a senior security interest. Without this clause, subsequently 
produced intellectual property would be covered by a financing statement only if 
that statement contained a specific after-acquired property clause. Requiring a spe- 
cific reference would give the author or inventor who foresees acquiring additioned 
copyrights or patents the chance to negotiate the language employed in the financ- 
ing statement. 

Admittedly, section 3(bX3X6) could address this problem. That section makes the 
lender responsible for any damages that the debtor suffers due to an improper fi- 
nancing statement. However, as the Proposal is written, a lender is perfectly free 
to file a federal financing statement containing broad language like "general intan- 
gibles," even if the security agreement does not actually reach after-acquired prop- 
erty. Therefore, if the damages action provided by section 3(bX3X6) is deemed £in 
adequate deterrent, it should be amended to cover the problem of after-acquired 
property. 

I thank the Subcommittee for the opportunity to present my views on these mat- 
ters, and hope that my comments will help you in any further action you may take 
on these proposals. 

Mr. COBLE [Presiding]. Thanks to each of you. 
We have been joined by the distinguished gentlemen from Ten- 

nessee, Virginia, and Massachusetts, Messrs. Jenkins, Boucher, 
and Delahunt. Good to have them with us. 

Ms. Schroeder, how do you respond to concerns of educators that 
it is too difficult and too impractical to license works for use in dig- 
ital distance education? 

Ms. SCHROEDER. Well, I think iCopsrright answered that. They 
are tying to make it easier, and licensing certainly is going on. 
There are many of our publishers very excited about distance edu- 
cation, wanting to get into that market. 

But the other point I was trying to make, too, not only in licens- 
ing but orphan works, a lot of these things are issues where we 
need to update rights holders being able to participate, and do it 
quickly. And I guess what I am saying is where you really find that 
we are going in distance education, is moving very rapidly with 
good products right now and they are getting—they are getting 
there oy either producing it themselves or by public domain or by 
using mir use or by using licensing. So Ucensing is very broad 
based, and people are using them a lot. 

Mr. COBLE. Mr. Attaway, if Congress followed the recommenda- 
tions of the Copjn-ight Office and expanded the categories of works 
covered by 110(2) to include audio-visual works, how would the 
market of audio-visual works be affected? 

Mr. ATTAWAY. It is unclear. If the requirements of effective tech- 
nological protection against unauthorized access and use actually 
are met, I think there would be very little impact. Our concern is 
that until this technology actually exists, it is very dangerous to 
change the law permitting this type of activity without defining 
precisely the kind of technological safeguards that need to be ap- 
?lied. And if they are not applied, the impact can be horrendous, 

bu can imagine recent motion pictures appearing on the Internet. 
That is going to be a problem for us in any case, but it will be ma- 
terially exacerbated if educators have the legal right to transmit 
this type of programing to their students digitally and then it leaks 
out onto the Internet and elsewhere. That is our concern. 

Mr. COBLE. MS. Gasaway, the Copyright Office Report suggests 
amending section 110(2) to cover certain digital distance education 
activities. It has also been suggested that in lieu of amending the 
law, that Congress should encourage the parties to continue pursu- 
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ing fair use guidelines to address these issues. Do you believe that 
guidelines are helpful in this area and do you beUeve that they 
could substitute for legislative changes? 

Ms. GASAWAY. Mr. Chair, I do not believe that guidelines can 
substitute. I come at this as a warrior for guidelines, having been 
the principal draftsperson on the failed CONFU attempt on dis- 
tance learning guidelines and spent about 2^2 years working on 
that. And even during that time period, what we found was the 
technology changing so rapidly that anytime we begin to get a han- 
dle on what was happening, the technology changed considerably. 

Beyond that, I thii^ the CONFU process has actually poisoned 
the environment for guidelines right now and that we are better 
served to look at a statutory exemption that has protections for the 
cop)rright holders. Maybe in the future sometime we could look 
ag£iin toward some best practices that we could develop, that sort 
of thing. But I think guidelines right now are pretty much out of 
the question as far as really solving the problem because when you 
have a statute that says you can't use these works, how do you 
work fair use, other than a small portion? It just doesn't work very 
well. 

Mr. COBLE. Thank you. I have questions for Mr. Ochsenreiter 
and Professor Cross but I will suspend. I will withdraw until we 
go the full round. The gentleman from California. 

Mr. BERMAN. Thank you very much, Mr. Chairman. I think Mr. 
Ochsenreiter on this panel solved the problem of the second bill; we 
just record the liens on copyrights on iComright and maybe pri- 
vatize the Copyright Office. I don't know. In any event, it was a 
very interesting proposal you spoke about. 

I would like Pat and Fritz to respond to the two professors' 
points because—particularly Professor Gasaway's point. She says 
she doesn't dispute the fact that technological protections aren't 
there and she says, but look, a lot of distance education is not digi- 
tal, and therefore not changing these sections because of the ab- 
sence of the technological protections will impede non-digital dis- 
tance education. And, in fact, my guess is then you would—would 
you support a proposal that eliminated the notion that trans- 
missions include digital transmissions or specifically excluded digi- 
tal transmissions in order to further non-digital distance learning 
at this particular point and then we can evaluate on a yearly basis 
whether or not the protections are reasonable and effective? 

Ms. GASAWAY. Ten years ago I certainly would have supported 
that. Ten years ago. 

Mr. BERMAN. But it wasn't particularly meaningful? 
Ms. GASAWAY. Well, it was certainly meaningfril for those of us 

in education who were doing distance  
Mr. BERMAN. NO, no, I wasn't meaning to exclude digital. 
Ms. GASAWAY. But today excluding digital is very shortsighted 

and that is what CONFU tried to do was to exclude digital and one 
of the reasons those guidelines were never accepted was because 
they did not deal with asynchronous delivery, and so I think it 
really doesn't solve the problem. 

Mr. BERMAN. But then you can't—I have to say, but then you 
can't argue that we are impeding non-digital distance education 
even though there is not adequate copyright protections. In other 



4S 

words, the thrust of yovir argument was, yeah, I recognize we don't 
have adequate technological protections in the digital world but by 
not changing anything, you are impeding non-digital distance edu- 
cation; but now you are insisting we include the digital world. 

Ms. GASAWAY. YOU asked me if I thought it would work. And, 
yes, it would work for the non-digital. But here we are faced also 
with the digital. And suppose that in 6 months, then, we have 
those technological measures developed; do we then have to come 
back through a whole hearing process? Why don't we have tech- 
nology-neutral kinds of things  

Mr. HERMAN. Who decides when the technology is there? 
Ms. GASAWAY. I suppose the industry does that, finally says  
Mr. BERMAN. Which industry? The distance learning industry? 

The copyright protection industry? 
Ms. GASAWAY. The industry that develops software that looks at 

kinds of protections. I mean, I think there will be industry stand- 
ards. If the RIAA is willing to let their music be distributed 
digitally, then at some point they are going to have to be satisfied 
that there are those controls there. I don't think it is up to us to 
sort of name what they are. I am not a technology person. I can't 
do that. But there are people who are technology folks and can 
specify what those technologies are. 

And I want to say I don't know whether the technology is there 
today or not. I don't think it is and I am hearing from the content 
providers that it is not. But it may be, or it may be there tomorrow 
or another week or 6 months. We just don't know. 

Mr. BERMAN. Professor Cross, do you think it is there? 
Mr. CROSS. Like Professor Gasaway, I have no reason to think 

it is there. I do know that parts of it are there. I think password 
controls are fairly effective. I think it would not be that difficult to 
limit access to the work to students actually enrolled in a class. 
That goes a long way toward controlling dissemination right there. 

Mr. BERMAN. I think the university—the university non-credit 
course—the direction of the film industry in 1999—for 50 cents a 
student, digitally transmitted could produce a very large classroom 
when you include entire audio-visual works within this. 

Mr. CROSS. I fully agree, but if that is—I don't really see univer- 
sities doing that. We can do the same thing now in class. We could 
set up a huge auditorium, charge 50 cents a person and show films 
in the classroom environment. It is not happening. 

Mr. BERMAN. It is not a big enough auditorium. There will be a 
university in an unlimited auditorium. But in any event, just Mr. 
Attaway, Ms. Schroeder, I would be interested in your take on their 
formulation. 

Ms. SCHROEDER. I just want to quickly say I have never seen a 
law that could create technology. The Copyright Office and I think 
both of the witnesses are saying they don't think the technology is 
there right now or at least they are not aware of it. And if you say 
then passing the law will incentivize companies to go out and de- 
vise the technology, I don't really think that has ever happened be- 
fore. That would be very historic. There are a lot of people working 
on the technology but it is not there and a new law probably won't 
make it happen. 
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The other thing I think you have to resdize is part of the pricing 
of this is going to be whatever it costs people to protect post-access 
that is illegal. And that means you will have to buy that tech- 
nology, so I think we all have a vested interest in making sure that 
the technology is available and is affordable because it will be part 
of the pricing. 

Mr. ATTAWAY. The only thing I can add is that if there is a prob- 
lem with non-digital distance learning, I haven't been aware of one; 
but if there is one, then I think that is something that we can ad- 
dress and I am perfectly willing to address it. But until the tech- 
nology exists in the digital environment to create the protection 
that everyone recognizes has to be there in order to make it work, 
I think it is premature to legislate. 

Mr. BERMAN. Mr. Chairman, my time is up. If I could just, 
though, in one closing sentence say I believe that the folks that 
these two witnesses represent, the day there is reasonable tech- 
nology protection available, the fastest people in the world to ex- 
ploit that, to encourage distance education and quick licensing, will 
be these folks because it will be in their economic interest to do it. 

Mr. COBLE. I thank the gentleman. The gentleman from Ten- 
nessee, Mr. Jenkins. 

Mr. JENKINS. Mr. Chairman, I don't have any questions at this 
time. I would be perfectly willing to yield my time to the gentleman 
from California if he would like additional time. 

Mr. BERMAN. I will wait until we come around. 
Mr. JENKINS. Or to the expert from the Commonwealth of Vir- 

ginia. 
Mr. COBLE. I thank the gentleman. And the gentleman from Vir- 

ginia is recognized. 
Mr. BOUCHER. Mr. Chairman, thank you very much. I would be 

remiss if I didn't say a word of welcome this afternoon to two veter- 
ans of the House Judiciary Committee, and we are very pleased to 
have former Congresswoman Pat Schroeder with us, former rank- 
ing member of this subcommittee, and also the gentleman from 
Kentucky, Mr. Mazzoli, who during his time on this committee 
chaired with great distinction the Immigration Subcommittee. We 
are delighted to have both of these former members with us. I am 
sorry to have to remind Mr. Mazzoli that in the days since he left, 
there has been a change here in the Congress. He is now seated 
on the wrong side of the dias. 

Mr. MAZZOLL It is probably not mine to respond, but I thank the 
gentleman. I thought about it after I walked up here. I appreciate 
this. 

Mr. BOUCHER. We are delighted to have you up here nonetheless. 
Distance learning is a great thing for rural America. As a matter 
of fact, in my congressional district, which is entirely rural, consist- 
ing of 23 counties and cities, we now have a fiberoptic-based digital 
distance learning application that connects 55 high schools, com- 
munity colleges, and 4-year colleges. It is a technology that accom- 
modates voice, video, and data; and the legal foundation upon 
which it accommodates at least two out of those three applications 
is somewhat in question. 

In my district, as in much of the rest of rural America, this is 
a way that students who are bom and raised in counties that have 
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a small population and few financial resources can have access to 
the same advanced courses that the young people who are bom in 
the wealthier localities currently have access to. And so through 
distance learning we are able to render distance unimportant, and 
the accident of the place of a person's birth doesn't determine the 
quality of that person's education. It really is a remarkable ad- 
vance for rural Americans. 

Back in 1976, Congress, recognizing that distance learning of- 
fered great opportunities for rural areas in particular but not just 
limited to rursd areas, that other parts of the Nation also will bene- 
fit, enacted an exemption for the kind of technology through which 
distance learning was promoted in that day, and that was for 
broadcast technology. This was before the birth of digitization, and 
this broadcast analogue technology was reasonably well-encom- 
passed by the exemption passed in 1976. 

But now the world has changed and digital technology is increas- 
ingly used, and in my district it is exclusively used and we are 
using it to great effect. In the effort to make sure that what has 
been done by analogue technology and by the broadcast exemption 
can be done in the future, using digital technology, this Congress 
required the Copyright OfBce to examine what changes in law were 
necessary to achieve that result, and the Copyright Office, I think, 
has done an outstanding job in carrying forward that mandate and 
making recommendations to the Congress. 

And so today I simply strongly want to urge that legislation be 
drafted at the earliest possible time to incorporate the very sound 
and well-considered recommendations of the Copyright Office, 
brought to the floor of the House as soon as possible, and passed 
diuing this 106th Congress. And I will very strongly be supporting 
that effort. 

I do have a couple of questions and I would primarily like to ad- 
dress these to Ms. Gasaway and also to Professor Cross, and they 
concern various aspects of the Copyright Office's recommendations. 

First of all, there is some concern, I think, among the users of 
distance learning technology about the general availability and 
timeliness of licensing, and I would like for you to comment on the 
extent to which you perceive that to be a problem at the present 
time, the extent to which you perceive that—my glasses aren't real- 
ly good now to pronounce this gentleman's last name but the gen- 
tleman fi"om, I believe it is iCopyright.com. 

Mr. OCHSENREITER. iCopyright. 
Mr. BOUCHER. And the proposals that his company are now put- 

ting forth and their capabilities might be a solution to the inad- 
equacy of licensing availability presently, and also whether you 
think perhaps we ought to, as we consider legislation, require that 
a follow-up study on the availability of licensing be performed per- 
haps 2 or 3 years fi-om now, with a recommendation to the Con- 
gress for any changes that we need to make to accommodate any 
remaining shortage in the availability or timeliness of licensing as 
it may exist at the end of that study period, and whether that 
would be a good idea. 

I have used my time asking one question. I am sorry. Let me 
give you a chance to respond. 
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Ms. GASAWAY. Thank you. In the CONFU process, we did gather 
a great deal of information about the difficulties with licensing. 
Some educational institutions find that when they try to contact a 
copjaight holder, get no answer whatsoever. The time passes. We 
even saw an example of a distance learning course where there 
were both students who were in the classroom and some that were 
remotely located. Those in the classroom saw the film. There was 
a blackout, literally, on the television that said, "for the next 20 
minutes the students in class are watching the tape." 

So licensing has been a difficulty, an existing difficulty for edu- 
cational institutions. There was also a report of a request for using 
6 minutes of a motion picture to 30 distance-learning students and 
the fee quoted was $27,000 for one-time use, which is out of the 
?uestion for nonprofit educational institutions. And for 30 students, 

guess you could have collected—what would that be—$900 a per- 
son or something to see that film. It seems a little steep, even with 
movie prices going up, for seeing motion pictures. That seems a lit- 
tle steep. 

On the issue of iCopyright, iCopyright is dealing with providing 
textual material, providing copies of literary works, and I think it 
can be extremely helpful for distance learning when it is talking 
about providing course pack material and that sort of thing to the 
class. It doesn't have anything to do with performance and display 
and the recommendation that section 110(2) be amended. 

Mr. BOUCHER. DO you think that a follow-up study on licensing 
availability would be beneficial? 

Ms. GASAWAY. It certainly might be. I don't think the track 
record with follow-up studies and copyright has been really strong. 

Mr. BOUCHER. This particular follow-up study did make some 
very helpful recommendations. 

Ms. GASAWAY. The first study is always helpful. I am talking 
about the follow-ups that follow those, thinking specifically about 
the old section 108(i) follow-up studies on how pnotocop3ang was 
working in libraries. Two of those were done and finally people said 
it was too hard to do it and it was not producing any new informa- 
tion. Perhaps one follow-up on licensing might be useful. I really 
don't have much of an opinion on that. 

Mr. BOUCHER. Could we get Mr. Cross just to comment on the 
general question? 

Mr. CROSS. I also think licensing has a great deal of promise. I 
am heartened by the efforts of iCopyright and groups like that. To 
me, though, that still doesn't address the issue of wnen one should 
have to obtain a license. I think Professor Gasaway and my points 
both dealt with when should there be ft"ee use of works and our 
point, I think, is if you can use it in the classroom, and we can 
recreate a digital classroom with those same controls, then licens- 
ing ou^t not be an issue. There ought to be an exemption for that. 

Mr. BOUCHER. Thank you. Mr. Chairman, my time has expired. 
I have some other questions but I will wait until we have a second 
round. 

Mr. COBLE. Very well. The gentleman fi-om Massachusetts. 
Mr. DELAHUNT. I thought your comment was interesting, Profes- 

sor. I mean, what you are talking about is when free use of a copy- 
righted work should be triggered by an exemption. I mean, I think 
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going to just put that aside for a minute because I thought that 
was an interesting comment. I think both the ranking member, Mr. 
Herman, and Mr. Boucher have really explored what I was going 
to ask, because according to yoiu- testimony, Ms. Gasaway, the 
problem is license availability; because, as Mr. Berman indicated, 
when the technology becomes available, the constituencies rep- 
resented by Ms. Schroeder and Mr. Attaway will, I presume, be 
very active promoting that particular market. It is in their eco- 
nomic interest. And I can understand a reluctance to support legis- 
lation that would be anticipatory of the arrival of certain tech- 
nologies, and yet the gentleman from i.com  

Mr. OCHSENREITER. iC0p5Tight.e0m. 
Mr. DELAHU>fT. You can tell how often I use the computer—gives 

us some hope and optimism that that is not—no pun intended—but 
not in the distant future. 

But I guess probably my question should be directed to Ms. 
Schroeder and Mr. Attaway in terms of the license availability 
issue, because what you are saying is that in the example given by 
Chairman Coble in terms of one campus in Greensboro, the trans- 
mission of that same information, that same material to another lo- 
cation was prohibitive. In listening to you, I guess my first thought 
was, why don't you just negotiate it out in the private market and 
expand the license? But what you are sajdng is that the cost is too 
prohibitive. 

Ms. GASAWAY. Also the copy of the film has been purchased by 
the educational institution, so the free use is only in the perform- 
ance. When you have already purchased the film, it is not that you 
haven't paid for an)^hing. You have paid for it. It is just that to 
show it in the classroom, there is no requirement of a license. That 
is the issue. To show it to distance-learning students even if there 
are just a few of them, there is a requirement of a license. 

Mr. DELAHUNT. But the question is still posed: Why not secure 
the license? 

Ms. GASAWAY. Because they are not securable often. Frequently 
people are simply told no when they approach and ask to have a 
license to show a film. 

Mr. DELAHUNT. That is why I was commenting that your—in re- 
sponse to the question by Mr. Boucher, you defined for me what 
your perception of the problem is, and I guess I am going to ask 
Pat Schroeder and Fritz Attaway if they have a comment on your 
understanding of the issue, availability as well as cost. 

Ms. SCHROEDER. Well, many of ovir publishers who are doing dis- 
tance education are doing it by getting licenses. Licenses are there 
and people are licensing. If the issue is you have to pay for them, 
remember the rights holder does have the right to ask price and 
if you don't want to pay that price, you could go somewhere else 
and find something else. This is how the system works. 

Now, I understand that it is not quite as easy as if you had one 
central location, and maybe we will soon have technolo^ that can 
bifurcate and do that and price content differently. Sometimes 
copyright holders don't answer as fast as others would like them 
to. But authors should be here. Publishers are entrusted to bargain 
for authors' rights and writers' rights. All sorts of people have a 
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piece of this action. While it would be nice to have everything free 
in this country, you know, tuition isn't free, computers aren't free, 
so why should content be free? We know all sorts of things aren't 
free, and Ucensing is there, it is available,and much distance edu- 
cation is using it very readily. 

Mr. DELAHUNT. Thank you. 
Mr. ATTAWAY. Mr. Delahunt, may I respond just very briefly? I 

think I said in my written testimony, there are inevitably cases 
where users wish they could receive copjTighted material that is ei- 
ther unavailable or available at a price that they consider to be too 
high, and there will also be anecdotes, unfortunately, as Professor 
Gasaway gave us, a few appear to be outrageous; $30,000 for a 6- 
minute chp for 30 students. 

But the real issue here is whether the lack of additional exemp- 
tions in the copyright law are interfering with the effective edu- 
cation of students in this country, and I haven't seen evidence to 
that effect and I don't think there is evidence. 

Mr. COBLE. I thank the gentleman. 
Professor Cross, I was going to ask you a similar question but 

Mr. Delahunt pretty thoroughly covered it. 
Mr. Ochsenreiter, in your testimony you discussed that 

iCopyright is currently involved in a pilot program of the on-hne 
licensing technology. How have the copyright owners and copyright 
users reacted to the program so far and have there been any dif- 
ficulties with the technology that could affect the launch of the pro- 
gram to the general public this fall? 

Mr. OCHSENREITER. Mr. Chairman, we aire at the beginning of 
the pilot program. We are in a technological process of setting up 
the capability from the publisher's perspective. We have enlisted 
many, what we call corporate users, for the pilot program as well, 
which I did not name, ^d so I can't answer your question in terms 
of the pilot program having produced that level of response yet. 

At this point we do not believe that our goals for launch this fall 
are ambitious beyond our being able to deliver them. There are 
many capabilities we will be bringing on-line subsequently this fall 
as well. It is a complex technological challenge. 

If I might set the record straight on one element, Mr. Chairman. 
iCopyright.com is not just involved in the licensing of textual mate- 
rial. It is textual and digital material of all kinds and would in- 
clude the audio and visual material as well. The licensing tech- 
nology clearance engine that is behind us will work for any of those 
elements. Of coiu-se, it would be up to the content owner if they 
thought or were comfortable with the protective securities tech- 
nologies that we will support as well, whether or not they would 
want to make available copyright clearances for audio-visual 
works. 

Mr. COBLE. Thank you, sir. The gentleman from California. 
Mr. BERMAN. Well, I would—I would hke someone to join issue 

with Mr. Attawa/s last conunent in response to Mr. Delahunt's 
auestion. Could you give me, in terms of specifics, the example of 

ae kind of curriculum that was held back from students in rural 
areas and far-flung areas through distance education mechanisms 
as a result of the limited nature of the—I guess it is the 110(2) ex- 
emption. I mean, in terms of—put it into real specific kinds of con- 
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text so I can see what we have kept from students as a result of 
that. 

Ms. GASAWAY. The example I was giving you was a distance edu- 
cation course offered by Kent State University, and the course was 
a politic£d science course, and they were seeing a docimientary film 
and could not get the rights to show it even to only their enrolled 
distance-learning students. So consequently there was a black box 
shown on the screen. Now, I think we could gather these examples. 

Mr. BERMAN. There was a black box? 
Ms. GASAWAY. For the distance-learning students there was a 

sign that said, "Students in the live classroom are now seeing this 
film.". 

Mr. BERMAN. Oh, because  
Ms. GASAWAY. They couldn't get the license to show it to the 

long-distance learning students. 
Mr. BERMAN. It is a funny thing for the professor to decide to do. 

He has the whole distance learning thing and he is using material 
that can't be communicated. 

Ms. GASAWAY. That is why I say it is very counterintuitive to 
teachers. They have been teaching this course and now all of a sud- 
den there are distance-learning students in the course, in addition 
to ones who are in the classroom, and both are live time. We could 
gather these examples. Some of them I believe were presented to 
the Copyright Office, but our associations can gather those if you 
are interested in that kind of evidence. We certainly can put that 
together. 

Mr. BERMAN. My guess is the professor who wants to teach 
through distance learning a course in the culture of the 1960's, is 
going to have to pay an awful lot of money to get the print of the 
Austin Powers movie—and then is that an argument for—what 
does that prove? 

Ms. GASAWAY. The argimient is not that the film costs too much 
because the institution has purchased the film. 

Mr. BERMAN. No, they haven't. They want to. 
Ms. GASAWAY. NO, they usually have. They own a copy of the 

film, a legitimate copy that they have paid for. Now what they 
want to be able to do is to transmit it to their distance-learning 
students. That is what the act doesn't allow them to do. We are not 
talking about materials that they don't own. 

Mr. BERMAN. I thought you were making a point about how ex- 
pensive some of the—in other words, the licensing wasn't just a 
matter of cumbersome, difficult connecting. It was too expensive 
and some things are going to be too expensive. 

Ms. GASAWAY. That is correct, but it is not that the institution 
hasn't purchased the film. They own a copy of the film. It is the 
rights to perform and display it that are too expensive. So it is not 
that—when we say "free use," it is not that they haven't purchased 
the item. That institution owns maybe multiple copies of the item 
that they have purchased. 

Mr. BERMAN. Would they be willing to pay more to get the li- 
cense to distribute it through distance education? 

Ms. GASAWAY. Well, right now  
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Mr. HERMAN. Because maybe the price they got it for, limited to 
a classroom, was a different price than the market would bear for 
distributing it to any distance education content. 

Ms. GASAWAY. I think we would have to talk about whether the 
price is reasonable, whether it is offered up front, all of the things 
about just sort of licensing. But certainly some institutions are pay- 
ing for those critical items so that they can show them. 

Mr. BERMAN. So it might include audio-visual works prospec- 
tively only, so that people who got licenses for works in terms of 
classroom context can't utiUze that to transmit. 

But in any event, thank you, Mr. Chairman. 
Mr. COBLE. Thank you, Mr. Berman. The gentleman from Vir- 

ginia, Mr. Boucher. 
Mr. BOUCHER. Thank you very much, Mr. Chairman. Just a cou- 

ple of additional questions to Ms. Gasaway and to Professor Cross. 
One of the recommendations of the Copyright Office is that there 
be an exemption for ephemeral recordings which are necessary as 
a part of the process of transmission of digital material. What is 
perhaps not clear is whether or not that recommendation also ex- 
tends to the entry of the material to be transmitted into the server 
initially. And I am wondering, do you perceive that perhaps the 
recommendation is not complete enough to accommodate that es- 
sential transaction; and, if you agree with me, that it needs to be. 

Mr. Cross. 
Mr. CROSS. Personally, I would like to see it added. I mean, when 

I first reviewed it, that thought did come to mind. As I interpreted 
it, that would be making a copy incidental to the ultimate perform- 
ance and it probably would be all right. But certainly the clearer 
the amendments could be made the better, in my view. 

Mr. BOUCHER. MS. Gasaway? 
Ms. GASAWAY. I agree. 
Mr. BOUCHER. We are operating on the assiunption for the pur- 

poses of these questions that we are going to have legislation, and 
when we do, it would be important to accommodate that act as well 
as the act of transmission and any ephemeral copy that is made 
incidental to it. 

The other question that I have relates to the recommendations 
with regard to exemptions for portions of audio-video works. And 
my question to you is really a very practical one, and that is, how 
useful are mere portions of film clips or recordings of text materials 
going to be in carrying out the distance-learning function, and of 
what value really is an exemption that only extends to portions of 
those works? 

So address the issue of portions, if you would, and let's hear a 
recommendation from you if it is different fi-om the Copyright Of- 
fice's as to how we should treat that subject. 

Ms. GASAWAY. Our organizations would like to see no portion 
limitations when there are the technological controls for down- 
stream copying and limiting access. If those do not exist, then some 
other limitations may need to occur, like portion limitations. It is 
very difficult to generalize when you talk about distance education 
courses, because some of them work very well using short clips. If 
it is a course on American culture and you are trying to show dif- 
ferent film dips and television cUps, that may be certainly ade- 
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quate. But what if it is a biology course and the film is a 20-minute 
videotape on your digestive system? Which portion do you not want 
to see? You want to vote to omit the large intestines? 

Mr. BOUCHER. I don't want to see any of it. 
Ms. GASAWAY. There are some types of works where you have to 

see the entire work for the educational purpose. But I think it var- 
ies so much based on the kind of course and the instructor's pur- 
pose. 

Mr. CROSS. The only thing I would add is portion limitations 
have the same problem as fair use and fair use guidelines. They 
are very, very vague. Sixty percent of a film may not be the crux 
of a film. On the other hand, 20 

percent of the film could be. I am not sure how we define portion 
limitations in a meaningful sort of way. 

Mr. BOUCHER. So maybe the place to wind up with this is to cre- 
ate a balance where it the environment within which the trans- 
mission occurs is made very secure, with complete limitations on 
the ability to download material on the receiving end and perhaps 
use it for unlawful purposes in those instances, the entire work 
could be transmitted with some certainty that it would not be cop- 
ied for illicit purposes. And then in a less secure environment, per- 
haps a lesser part of that volimie of material could be transmitted. 

I think I have only one other question and that is the question 
with regard to technology controls. The Copyright Office, I think, 
properly recommends that efforts be made to, through technological 
means, inhibit unlawful copying of materials transmitted digitally. 
I think there is a concern, however, and I would like to get your 
response to this, about the abihty of some school districts, perhaps 
the ones that need distance learning the most, the ones that are 
the smallest and have the fewest financial resources, to be able to 
afford some of the technological controls. We really don't know 
what the controls are. They are not specified in the report. 

Would you have some recommendations for us in terms of lan- 
guage for a potential statute that might help to strike the balance 
between having good technological controls, but making sure that 
they are in fact affordable for those school districts that have few 
resources and really need distance learning the most? 

Mr. CROSS. I am not sure how we deal with that as far as statu- 
tory language. 

Mr. BOUCHER. I don't either. That is why I ask you. 
Mr. CROSS. I figured as much. In my written statement, I do 

make sort of an offhand proposal that one idea might be some sort 
of fi-eeware system operated perhaps by the Copyright Office. The 
sorts of technological controls that are out there are often available 
by fi-eeware anyway and if the systems do develop, if the Copyright 
Office wants to help further distance education, it can make that 
sort of software available for download to recognized organizations. 
That would be one way to solve the financial problem. 

Mr. BOUCHER. Ms. Gasaway? 
Ms. GASAWAY. I think I have been concerned when we talk about 

technological controls that a school that is doing this would like to 
have one system, not have to have different systems for different 
publishers' materials. That would become very expensive if that is 
what we had, where a publisher controlled or producer controlled 
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systems. But I think there will be some industry standards devel- 
oping and I like the idea of freeware or very inexpensive software 
that might come along that would help school districts. 

I have no idea what it might cost to do this but if, you know, if 
you have an institution that is willing to go off and develop their 
own, even at great expense, maybe they should have the right to 
do it earUer than those that are going to have to depend on 
freeware. I don't know. 

Mr. BOUCHER. Well, the institutions in my district can barely af- 
ford the technology for distance learning itself. The rent on the 
fiberoptic hnes, for example, is about 1,500 per month. Even that 
is a deeply discoimted rate, but that is a struggle for these very fi- 
nancially unfortimate school districts where the distance learning 
resdly makes the greatest difference. 

Well, we need to explore the subject of technology further and I 
very much value your answers to these questions. Thank you. 

TTiank you,' Mr. Chairman. 
Mr. COBLE. Thank you. 
Mr. Berman, I think, has one final question. 
Mr. BERMAN. Thank you, Mr. Chairman. One more time, explain 

to me this issue of accepting the balance of expansion—broadening 
the exemptions in the digital context when the technological con- 
trols are meaningful and real, and how that is decided. What if 
someone says, oh, we have a requirement, everyone has to have a 
password to get it. Is the fact that they say it enough to make it 
available? Is everybody going to be subject to litigation afterwards 
about whether it was really an effective protection? Doesn't the leg- 
islation need some kind of standard. Professor Cross? 

Mr. CROSS. I would suggest a standard that may be vague, some- 
thing like the reasonable use of available technological controls, 
and specify the purpose of those controls. 

Mr. BERMAN. But available—what if available controls aren't ef- 
fective? 

Mr. CROSS. If the available controls aren't effective to meet the 
specified goals, namely preventing downloading and dissemination, 
then I think  

Mr. BERMAN. Preventing access to somebody who didn't pay the 
cost, preventing retransmission. 

Mr. CROSS. Exactly. You specify in those goals that you must use 
reasonable efforts to prevent these sorts of things from happening 
based on the available technology. 

Mr. BERMAN. What if there is no available technology? 
Mr. CROSS. If there is no available technology, then educators, 

imtil such technology becomes available, will resort to other means, 
transmission sorts of means, as Professor Gasaway discussed. 

Mr. BERMAN. Who decides? 
Mr. CROSS. Anytime there is an imposition of a reasonable stand- 

ard, it is decided by the courts. 
Mr. BERMAN. SO it is an after-the-fact litigation, case-by-case de- 

termination of whether there is an alternative, whether it was rea- 
sonable, and whether it was limited to the goals specified. 

Mr. CROSS. Unless the Copyright Office or some agency wants to 
get involved in rubber-stamping; in saying this sort of control is, 
per se, effective; yes. 



68 

Mr. COBLE. I thank you all. These are early steps of many steps 
to follow. I am sure this discussion will be continued and we thank 
you for your contribution. 

I will now call the second panel to the table and introduce them 
as they make their way forward. The first witness of panel two will 
be Susan Montgomery who is a partner of the law firm of Foley, 
Hoag & Eliot, LLP. She is testifying on behalf of the American Bar 
Association. She has experience in the areas of intellectual prop- 
erty, international transactions and commercial law. Ms. Montgom- 
ery received a B.F.A and M.A.E. From Rhode Island School of De- 
sign and her J.D. fi-om the Northwestern University School of Law. 

Our next witness is Mr. Charles G. Johnson who is the President 
and Chief Executive Officer of the Allstate Financial Corporation. 
He is testifying on behalf of the Commercial Finance Association. 
Mr. Johnson is First Vice President of the Commercial Finance As- 
sociation, the national trade association of the factoring and asset- 
based lending industry, and will become its President in the year 
2000. 

Our next witness is Lorin Brennan who is a California attorney 
testifying on behalf of the American Film Marketing Association. 
Mr. Brennan specializes in international intellectual property li- 
censing with an emphasis on motion picture distribution and fi- 
nancing. He received his B.A. In mathematics fix)m the University 
of California, Santa Cruz and his law degree from the University 
of California Hastings College School of Law. 

Our next witness is Anne Chasser who is the Director of the Of- 
fice of Trademark and Licensing Services at Ohio State University. 
She is testifying on behalf of the International Trademark Associa- 
tion. She is a recognized expert in trademarks and collegiate trade- 
mark licensing and manager of the commercial use and positioning 
of university trademarks. Ms. Chasser earned her M.A. From the 
Ohio State University. 

And our final witness is our old fiiend, Mike Kirk, that is not to 
say that you others are not fi-iends as well, but Mike is an old 
fiiend. He is the Executive Director of the American Intellectual 
Property Law Association. Mr. Kirk served as the Deputy Assistant 
Secretary of Commerce and Deputy Commissioner of Patents and 
Trademarks from May 1994 through March 1995; and in 1993, Mr. 
Kirk also served as the Acting Assistant Secretary of Commerce 
and Acting Commissioner of Patents and Trademarks. 

Mr. Kirk earned his bachelor of science at the Citadel in South 
Carolina and his J.D. ft-om the Georgetown University Law Center 
and his master of public administration from Indiana University. 

We have written statements fi-om each of these witnesses and I 
ask unanimous consent that they be submitted into the record in 
their entirety. 

Again, I remind you folks, please comply with the 5-minute rule 
as we are advancing late in the afternoon. Ms. Montgomery, we 
will begin with you. 

I recognize the gentleman ft-om California. 
Mr. BERMAN. I unfortunately am going to have to leave and I— 

we have the testimony. I have staff here. I am interested in what 
the witnesses have to say and we will refer to their testimony. 
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I did want to make one point. A draft, sort of a preprint of a bill, 
was distributed with my name on it, I think, going along with this 
notion of changing the method of—overturning the court decision 
and changing the method of recordation, and I never consented to 
that. I think—I believe it was, I am sure—I hope it was inadvert- 
ent, but I just wanted to make clear I have some concerns about 
the legislation that was being circulated and did not ever authorize 
my name be placed on it as a co-sponsor. 

Thank you, Mr. Chairman. 
Mr. COBLE. Folks, this is a httle irreg^ar and a httle informaL 

Howard, I have got to return a phone call. If you could, assume the 
chair and I will be back momentarily. Ms. Montgomery, if you will 
proceed. 

STATEMENT OF SUSAN BARBIERI MONTGOMERY, ATTORNEY 
AT LAW, FOLEY, HOAG & EUOT, LLP, ON BEHALF OF THE 
AMERICAN BAR ASSOCIATION 
Ms. MONTGOMERY. Thank you, Mr. Chairman. Before you go, as 

someone who is here for the first time, I thank you for calling me 
a new friend. 

Mr. COBLE. You £ire indeed a new friend and I will be back. 
Ms. MONTGOMERY. Although I am here for the first time, I as 

well as others may recall that this issue of security interest in in- 
tellectual property has been addressed in the past several times, 
usually in connection with only one of the Federal intellectual prop- 
erty statutes, and there has been a great deal of disagreement with 
those past proposals. It was for that reason that in 1993 the Busi- 
ness Law Section of the ABA and the Intellectual Property Law 
Section of the ABA together set up a joint task force to work to- 
gether to represent the different attorneys practicing in those sec- 
tions and the different clients and industries represented by those 
sections, to come up with an approach that would not be controver- 
sial and would meet the needs of the different constituencies. 

I am here today as a co-chair of that joint task force and I am 
joined by my co-chair, Larry Engel, who is also here, and we are 
here to talk to you about the result of the efforts since 1993 of that 
joint task force. I do want to talk to you about the proposed we 
have which we see as a solution, but I think that I better first 
spend a little bit of time describing what we perceive as a problem 
and what was presented to this joint task force as a problem, and 
what we are trying to address and provide a solution for in the 
Federal Intellectual Property Security Act, which is one of drafts 
that you have seen. 

Basically it is a problem that seems to have two tjrpes of roots 
in the existing law. There is a lack of clarity in the Federal stat- 
utes with respect to the handling of security interests in intellec- 
tual property and it is important here to note the difference. I am 
not talking about assignments, and I am not talking about owner- 
ship. In fact, when the statutes were drafted, care was taken, and 
they are rather clear on those points, and it is for that reason that 
I also believe that those who are owners and are not interested in 
using their assets for lending purposes have less problem 
here.However, there is a lack of clarity and there is also a diver- 



gence in handling of these issues and that has led to various inter- 
pretations by the courts. 

One case that has been talked about and will be talked about 
more is the Peregrine case, and while some will find not all of the 
Peregrine case controversial, certainly those who have unregistered 
copyrights are concerned about the fact that the case makes it no 
longer possible to use unregistered copjTights for perfected security 
interests. 

And also that case, and the Avalon case that followed, has raised 
problems regarding proceeds from intellectual property that apply 
to all types of intellectual property patents, copyrights, and trade- 
marks alike. This has led to a great deal of uncertainty. There is 
a lack of uniformity across the different types of intellectual prop- 
erty. Each one must be handled differently in the lending environ- 
ment and there is a lack of sufficient information in an accessible 
system right now. It is not possible to find out as much as you 
would like to find out about ownership or those who might be 
claiming liens. There are also lookback periods and delays in the 
filing system that make information completely unavailable at cru- 
cial periods of time. 

Now, this isn't a problem for every owner of intellectual property 
and I am not here to say that it is. Some owners of intellectual 
property do not use their assets and need not use their assets to 
raise funding, but for many, many owners of intellectual property, 
this is a problem. The uncertainty and the ciu-rent complexity in 
the law means that for some types of intellectual property, and in 
particular if the collateral you are offering up is mixed intellectual 
property (if it is a combination of copyrights, trademarks, and pat- 
ents), then no funding is available or devalued funding is available, 
and sometimes a lender will even insist on a transfer of ownership. 

This insecurity is particularly acute in the development environ- 
ment where there is, as you asked earlier. Chairman Coble, there 
is no specific identifiable work because it is a work in progress and 
it may change fi"om being a trade secret to a copjTight or patent. 
It is not identifiable at the very time when those who are working 
on it and using it would Uke to take an advantage, get some fiind- 
ing and use it as security, and it is not available. 

Certainly this is a problem that has been reviewed by many 
courts and I have cited and quoted for you in our report a recent 
court decision noting the need for uniformity in asking for law re- 
form in each of the Federal statutes. 

What does our solution do? It introduces a mixed approach. It 
provides for a notice filing system and eliminates the lookback pe- 
riod. It includes a requirement for prompt filing and it encourages 
establishment of an electronic filing system and perhaps a single 
system. 

I would welcome questions. I can see that I have run out of time 
much faster than I thought I would. I would like to address what 
I think are some misconceptions and misunderstandings that have 
been presented in some of the materials. I would welcome ques- 
tions fi-om you and I would also welcome the opportunity to work 
with this subcommittee, with different industries, and the owners 
of the different t3T)es of intellectual property so we can come up 
with a solution that works for those wno do perceive a problem and 
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that does not create unnecessary problems for those who perceive 
none. 

[The prepared statement of Ms. Montgomery follows:] 

PREPARED STATEMENT OF SUSAN BARBIEKI MONTGOMERY, ATTORNEY AT LAW, FOLEY, 
HoAG & ELIOT, LLP, AND G. LARRY ENGEL, ON BEHALF OF THE AMERICAN BAR 
ASSOCIATION 

Chairman Coble, Members of the Subcommittee: 
Thank you for the invitation to testify at today's oversight hearing on intellectual 

property security registration. The views we are expressing today represent those 
of the Section of Intellectual Property Law and the Section of Business Law of the 
American Bar Association. These views have not been approved by the House of 
Delegates or Board of Governors of the ABA, and, accordingly, should not be con- 
strued as representing the position of the Association as a whole. 

We understand that one of the matters the Subcommittee will be examining this 
afternoon is a legislative proposal prepared and presented to you for your consider- 
ation by our two Sections of the ABA, a copy of which is attached. As co-chairs of 
a Joint Task Force that worked on behalf of the two Sections to develop this pro- 
posal, we appreciate the opportunity to appear before the Subcommittee to explain 
and speak on behalf of our proposal. We believe that this is an important law reform 
effort to facilitate secured financing, to clarify legal issues adversely impacting com- 
merce, and to ensure uniform treatment of intellectual property security consistent 
with reasonable business practices. 

Our names are G. Larry Engel and Susan Barbieri Montgomery. In addition to 
cx>-chairing the Joint Task Force, Larry Engel is also the Chair of the ABA Business 
Law Section's Ad Hoc Committee on Security Interests in Intellectual Property, and 
speaks for the Business Law Section from the perspective of commercial lawyers 
and clients. Business Law Section participants on the Task Force represent a wide 
range of Committees, such as the Uniform Commercial Code Committee, the Busi- 
ness Biinkruptcy Committee, the Commercial Financial Services Committee, the 
Baulking Committee, the Corporate Counsel Committee, the Corporate Practice 
Committee, the Cyberspace Law Committee and others. Susan Barbieri Montgomery 
is the chair of the ABA Intellectual Property Law Section's Committee 457, and she 
speaks for the Intellectual Property Section from the perspective of intellectual 
property lawyers and their clients, including those whose practices focus on patents, 
trademarks, copyrights, computer chip mask works, and trade secrets. The diverse 
perspectives and experiences of the two areas of specialty have been synthesized in 
the ABA proposal. 

In order to facilitate the financing on desirable terms that is needed to fund the 
operations and growth of U.S. businesses, it is necessary for many businesses to bor- 
row on a secured basis, often using all of their assets as collateral. In the technology 
development environment, intellectual property collateral may also be needed to se- 
cure other types of performance obligations. For technology companies, a bundle of 
intellectual property may be the only available significant asset. Increasingly, for all 
types of American businesses, intellectual property assets are a valuable part of any 
ootlateral package. 

In order to satisfy the needs of commercial lenders and other parties, a security 
interest in collateral must be capable of certain and cost-effective "perfection," so 
that the lender can establish its priority over subsequent lenders and the lender's 
security interest is not avoidable in the event of the bankruptcy of the borrower. 
See Bankruptcy Code §§544, 547. It is also necessary for a financier to be able to 
quickly and inexpensively verify the borrower's ownership and the priority of the 
security interest in comparison to any competing interests and transfers. Unfortu- 
nately, in the case of intellectual property collateral, the certainty and predictability 
required for such financing have been impaired by varjong treatment in the dif- 
ferent Federal statutes and by several controversial court decisions (discussed 
below). These problems are addressed and, we believe, resolved by the proposed leg- 
islation we have submitted. In addition, related reforms in the ABA proposal facili- 
tate financing by implementing better practices involving notice filings, availability 
of records and other process changes (e.g. elimination of the uncertainty created by 
current "lookback" periods for recording of intellectual property transfers) to expe- 
dite transactions. 

While parallel law reform efforts have been undertaken at the State level with 
respect to security interests and notice filings pursuant to the Uniform Commercial 
Code, the Federal intellectual property laws and filing processes have not evolved 
in a consistent manner. This difference exists in part oecause the Federal intellec- 
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tual property laws were designed to focus on absolute transfers of ownership, rather 
than upon security interests. These issues have been studied for years by the Joint 
Task Force, but the need for reform has accelerated because of financing realities 
of increasing importance for all types of businesses, whether or not considered tech- 
nology companies. Eveir company has trademarks and trade secrets, and most now 
also have copyrights, although the latter are most commonly not registered. Many 
companies also have interests in patents and other types of intellectual property. 

Wiiile intellectual property is normally addressed as a part of a collateral package 
that includes the borrower's other assets, a problem arising with respect to the in- 
tellectual property collateral can prejudice the quality and value of the other t3rpe8 
of conventional collateral. For example, even a lender who is primarily lending 
against the borrower's accounts receivables and inventoi-y can be severely prejudiced 
if the lender's security interest in intellectual property is problematic. Consider, for 
example, the fate of a lender whose inventory collateral is copyrighted or 
trademarked, if the lender cannot maintain an effective security interest in such in- 
tellectual property. This is the principal focus of the Commercial Finance Associa- 
tion's "quick fix" for copyrights. While the CFA proposal appropriately addresses the 
copyright part of the problem, that narrow copyright solution may not eliminate 
some broader problems created by cases like Avalon Software, discussed below, 
which affect patents and trademarks as well. 

Similarly, the lender can be disappointed if the revenue from the Ucensing or sale 
of the borrower's products is deemed to be avoidable "proceeds" of an unperfected 
security interest in the underlying intellectual property. As noted below, some con- 
troversial court decisions would make it legally impossible to preserve in the bor- 
rower's bankruptcy a security interest in the borrower's unregistered copyrights and 
their "proceeds'. Such courts have defined "proceeds" to include certain ordinary 
revenue from disposition of the products in tne borrower's inventory (.e^., revenue 
from the sale of hardware products is treated in part as proceeds of the unregistered 
copyrights in software or licenses included with tne products). 

Tiiese problems frustrate financing and create unnecessary risks, which decrease 
the availabihty of cost-effective financing for companies on desirable terms. Lenders 
(and other secured parties to technology transactions) are often either hesitant to 
extend credit secured by intellectual property assets or they devsdue the asset to re- 
flect the uncertainty and risk associated with this type of collateral. This problem 
is especially serious for software companies, whose unregistered copyrights and li- 
cense revenue raise the most difficult issues under the controversial court decisions. 
However, since the Supreme Court has confirmed that copyrights apply to market- 
ing materials including product packaging (e.g. shampoo labels), almost every busi- 
ness has unregistered copyrights at issue. Under the controversial bankruptcy court 
decisions described below, the lenders risk the loss of the value allocated by the 
bankruptcy court to at least their copyright collateral and its proceeds. Because 
such collateral is typically interdependent and integrated with other collateral, such 
bankruptcy allocations between perfected collateral and avoidable collateral impose 
unnecessary litigation risks and uncertainties. 

As one court recently observed in invahdating a trademark security interest that 
was not perfected under the applicable State version of the Uniform Commercial 
Code, 

It is, of course, unfortunate that the trademark statute is sufficiently vague to 
require judicial interpretation. This produced the understandable mistake made 
here. Security interests in patents present the same difficiil^. . . . Not even 
the copyright statute is totally consistent with the Uniform Commercial (}ode. 
All three statutes should be amended to place them in better harmony with the 
Code. . . . (emphasis added). 

In re Together Development Corp., 227 B.R. 439, 442 (Bankr. D. Mass. 1998). 

CONTROVERSIAL COURT DECISIONS IMPACTING SECURITY INTERESTS 

The Federal copyright, patent and trademark statutes provide systems for record- 
ing ownership and transfers of interests in the difTerent tjrpes of Federal intellectual 
property. Over many years of continuous law reform efibrts, the Uniform Commer- 
cial Code ("UCC") has created a cost-effective and uniform system of "perfecting" 
(and establishing priority among) security interests in most types of assets by 
means of a simple notice filing. Under any reasonable interpretation of the existing 
law, this system governs at least security interests in trade secrets and state trade- 
marks and their associated "goodwill." Most experts contend that the UCC also gov- 
erns the perfection of security interests in Federal trademarks and patents, consist- 
ent with all but one of the relevant court precedents, because those Federal laws 



deal with transfers of ownership, as opposed to securihr interests. See, e.g., (trade- 
marks) In re Roman Cleanser Co., 802 F.2d 207 (6th (Sr. 1986); In re 1992 Z Inc., 
137 B.R. 778 (Bankr. CD. Cal. 1992); In re Topsy's Shoppes, Inc. of Kansas, 131 
B.R. 886 (D. Kan. 1991); In re Chattanooga Choo-Choo Co., 98 B.R. 792 (Bankr. E.D. 
Tenn. 1989); In re TR-3 Industries, 41 B.R. 128 (Bankr. CD. Cal. 1984); (patents) 
CUy Bank and Trust Co. v. Otto Fabric, Inc., 83 B.R. 780 (D. Kan. 1988); Chesa- 
peake Fiber Packaging Corp. v. Sebro Packaging Corp., 143 B.R. 360 (D. Md. 1992); 
In re Transportation Design and Technology, Inc., 48 B.R. 635 (Bankr. S.D. Cal. 
1985); Holt v. United States, 73-2 U.S.T.C 119680 (5th Cir. 1973). The core of the 
problem addressed by the proposed legislation arises from several related, controver- 
sial court decisions, commencing with In re Peregine Entertainment, Ltd., 116 B.R. 
194 (CD. Cal. 1990). See In re AEG Acquisition Corp., 161 B.R. 50 (9th Cir. BAP 
1993); In re Avalon Software, Inc., 209 B.R. 517 (Bankr.D. Ariz. 1997); The Clorox 
Co. V. Chemical Bank, 40 U.S.P.Q. 2d 1098 (1996). 

Clearly, in the modem world the borrower's products will often involve an inter- 
action among all types of intellectual property, such as, for example, a patented 
hardware product with a valuable trademark that operates using software involving 
registered or vmregistered copyrights and that is produced with the use of valuable 
trade secrets. If one part of that lender's security interest in that integrated bundle 
of rights {e.g. the copyrights) is unperfected and therefore becomes avoidable in 
bankruptcy, then a wholly artificial allocation of value must occur among the func- 
tionally inseparable components of a unitary product and its proceeds. 

Indeed, even a pure software product may create complex value allocation prob- 
lems, since the software product typically involves far more than copyrights on the 
source and object codes, but can also involve trade secrets and patents, as well as 
trademarks, "niere is no clear, consistent system for establishing the priori^ of the 
secured park's interest in a technology product or process that combines different 
types of intellectual property. Because many financiers margin the amount of credit 
that they extend to their borrowers against the reliable value of their perfected and 
nonavoidable collateral, uncertainty about intellectual property collateral unneces- 
sarily reduces the credit available to borrowers. This problem is particularly acute 
in the technology development environment, where the developer faces great dif- 
ficulty in obtaining credit until its technology is sufficiently developed to permit reg- 
istration under the Federal systems. 

The least controversial of several debated holdings of these controversial cases is 
that a trustee in bankruptcy can avoid a security interest in registered copyrights, 
if the secured party fails to record the security interest in the Copyright Office. See 
Bankruptcy Code §§544, 547. At least one court and many (but not all) experts 
would also agree that existing law creates that same result for unregistered copy- 
rights, although this interpretation means that it is legally impossible to perfect a 
security interest in unregistered copyrights. Thus, in many cases (especially involv- 
ing software) friction arises between lenders and borrowers over whether to depart 
from the borrower's rational industry practice of not registering many types of copy- 
rightable materiad that the borrower owns. 

However, even when the copyright owner elects to register its copyrights in the 
Copyright Office so that it is possible for the lender to perfect its security interest, 
the result is imperfect. In many cases the borrower regularly creates derivative 
works that upgrade the copyrighted work, which derivative works would, therefore, 
require frequent and burdensome supplemental registrations and security filings for 
the protection of the lender under current copyri^t law. Even where such supple- 
mental registrations and security filings occur, the lender may still be at risk as a 
result of the 90-day preference exposure under Bankruptcy Code § 547. 

An even more controversial decision in those disputed court cases is that certain 
revenue from the borrower's products constitutes "proceeds" of intellectual property. 
For example, license royalty payments on software operating a product sold by the 
buyer could be deemed "proceeds" of a copyright. If the security interest in the copy- 
right is avoidable in bankruptcy, then so is the security interest in such proceeds. 
This is disputed by most legal experts, who would focus instead on the UC/C status 
of such revenue as, for example, an "account" or "general intangible" (see UCC 
§9106) or as proceeds of the "inventory" being sold by the borrower (see UCC 
§§ 9306, 9109). There are some supporting court decisions for that UCC interpreta- 
tion. See, e.g.. Broadcast Music, Inc. v. Hirsch, 104 F.3d 1163 (9th Cir. 1997). 

In any event, unless the lender's only collateral is a bare copyright license by 
itself (an increasingly smaller percentage of the total transactions in many indus- 
tries), this "proceeds" issue creates uncertainty and allocation disputes. In many 
transactions, the revenue at issue arises from a single price paid by the customer 
for a combination of a trademarked or patented hardware product and licenses of 
various kinds of intellectual property, including software copyrights. Indeed, as a re- 
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suit of the Supreme Court's confirmation of copyright protection for shampoo labels 
as recognized in Quality King Distributors, Inc. v. Lanza Research International, 
Inc., 523 U.S. 135, 118 S.Ct. 1125. 140 L.Ed. 2d 254 (1998), a portion of the ac- 
coiuits receivable from the sale of even "low tech" inventory could be argued under 
the disputed Peregrine theory to be proceeds of a copyright. 

However, the ultimate intellectual property "heresj? is evidenced by the bank- 
ruptcy court's decision in In re Avalon Software, Inc., where the court appeared 
(without citing authority or offering an explanation) to "deperfect" and avoid what 
experts would have considered to be nonavoidable perfected security interests in 
trademarks, trade secrets, and software related licenses, contracts, and inventory 
(.e.g, user manuals, dociunentation, etc.). In effect, because the lender was unable 
to perfect the security interest in the bankrupt software company's copyrights, the 
lender lost the core of its tangible and intangible software-related collateral, even 
though the lender's interest in everything but the copyright was properly perfected 
under the UCC. In effect, the Court dodged the difiicult sJlocation issue for splitting 
the value of the debtor's assets between (1) the software-related copyrights, and (2) 
everything else, by treating all of the software related assets Jis if they were some- 
how merged into the unperfected copyrights and, therefore, as also avoidable by rea- 
son of their association with the avoidable copyright security interest. The fact that 
the unprecedented Avalon theory is widely deemed to be incorrect by legal experts 
does not prevent that theory from now being regularly argued by trustees in bank- 
ruptcy across the country. While the Avalon aberration may be extreme, it illus- 
trates why reform is essential. 

We perceive no compelling policy or legal reason for making it legally impossible 
to perfect security interests m unregistered copyrights, or even in making it imprac- 
tical to perfect security interests in registered copyrights. While some parties still 
attempt to address these problems by using documentation which is in form an ab- 
solute assignment of rights to the borrower's intellectual property (but is intended 
to be a security interest), the results can be very disappointing. See, e.g.. The Clorox 
Co. V. Chemical Bank, 40 U.S.P.Q. 2d 1098 (1996) (transfer of rights in trademarks 
prior to actual registration and use is void where the secured creditor describes the 
transfer as an assignment rather than a security interest); Haymaker Sports Inc. 
v. Twain, 581 F.2d 257, 261 (CCPA 1978) (voiding an assignment under the "assign- 
ment in gross" doctrine). Proper treatment of security interests should eliminate the 
need to accept the risk of such results. 

OTHER DESIRABLE REFORMS 

The desire for certainty and uniformity with respect to the filing requirements for 
security interests in intellectual property goes far beyond borrowers and lenders. 
Clearly, many parties to commercial transactions besides traditional lenders have 
an interest in obtaining security interests to secure obligations of their counter-par- 
ties, including because they wish to receive the increased protections available to 
secured creditors in the event of the counterparty's bankruptcy. Moreover, Ucensees, 
licensors, purchasers, venture partners and other parties to strategic transactions 
also have an interest in being able to determine the nature and extent of competing 
security interests, encumbrances and other interests in intellectual property. While 
some transactions may only involve one type of intellectual property, increasingly 
multiple intellectual property rights are involved in transactions, so that lenders 
and others have become accustomed to searching in both state UCC filing offices 
and Federal registries. The burden of UCC filing and searching is not as significant 
as one might expect, since intellectual property is classified as "general intangibles" 
under UCC §9106, which need only be filed in one state under UCC §9103, not in 
every state where the borrower does business. 

The current search process is, however, complicated by the existing "lookback" 
Srevisions under Federal intellectual property laws. These provisions require parties 

esiring timely closing of their transactions to assume the risk of the existence of 
a preceding transfer of intellectual property rights that is not yet submitted for rec- 
ordation. Other complications for the due diligence process of evaluating title to in- 
tellectual property collateral under current law include varjdng requirements and 
documentation among the copyright, patent and trademark laws, as well as gaps in 
the records. 

Given the present uncertainties, the current practice of many lenders and secured 
parties is to undertake dual filings: one UCC filing in the applicable state system 
(UCC §§9103, 9401), together with filings in the Patent & Trademark Office for pat- 
ents and trademarks and in the Copyright Office for registered copyrights and mask 
works. (As noted above, there is no present ability to file a security interest in the 
Copyright Ofiice for unregistered copjn-ights, and software developers and various 
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other copyright owners are reluctant for costs or competitive business reasons to 
roister all their copyrights.) The ABA proposal is consistent with that practice, 
with the state UCC filing perfecting the lender's security interests (and making it 
nonavoidable by the trustee in bankruptcy), while the Federal filing establishes pri- 
ority as compared to subsequent transfers of ownership interests in the applicable 
Fecieral intellectual property. 

State UCC notice fihngs to perfect security interests are preferred not just by 
lenders but by many secured parties for various reasons, including: 

1. The UCC permits "floating" liens on all intellectual property of the owner, 
whether now existing or hereafter arising. This floatuig lien does not exist 
under Federal intellectual property law, thus, for example, creating the copy- 
right burden described above with respect to the requirement of separate fil- 
ings for each new derivative work. 

2. Instead of the separate filing requirements under Federal law for each new 
copyright, trademark or patent, UCC notice filings can be done by general 
descriptions of the covered collateral, even in advance of the closing of the 
transaction (e.g., a security interest in all general intangibles, including all 
patents and applications of the debtor, now existing or hereafter arising.) 

3. Instead of indexes by registration number in the Copyright Office, UCC 
searches can be conducted in the applicable state by reference to the debtor- 
owner's name. 

4. After decades of encouragement from commercial users, the UCC filing and 
search reporting systems are comparatively quick and cost effective to use, 
without a transaction-delaying "look back period" as exists under the Federal 
intellectual property laws. 

The law reform contemplated by the ABA proposal introduces many of these de- 
sirable features in the proposed Federal filing system for security interests in intel- 
lectual property.. 

THE PROPOSED LEGISLATION IMPLEMENTS ABA JOINT TASK FORCE RECOMMENDED 
REFORMS 

After years of study and consultation with many client constituents of the ABA 
Business Law Section and Intellectual Property Law Sections, the ABA Joint Task 
Force has made the following recommendations: 

• The establishment of a "Mixed Approach" of Federal and state law to govern 
recordation of security interests in intellectual property. Under this mixed ap- 
proach, recordation in the relevant Federal agenqr of security interests in in- 
tellectual property governed by federal law would establish the secured par- 
ty's priority with respect to subsequent bona fide purchasers for value and all 
other subsequent transferees of ownership interests, excepting only security 
interests. Recordation of security interests in all intellectual property' in the 
relevant state agency under Article 9 of the Uniform Commercial Code would 
perfect the security interest and establish priority as against other secured 
parties and lien creditors. 

• Provision for utilization of the same type of notice filing in the federal agencies 
with respect to security interests as in state agencies under the Uniform Com- 
mercial Code. This would be accomplished by amendment of the patent, 
trademark, copyright eind mask work laws and rules to permit recordation in 
the respective federal agencies of notices of security interests with respect to 
debtors, without requiring specific identification of the properties securing the 
debt and without requiring recordation of the security agreement itself Sub- 
stantially the same form of notice filing as is currently employed under the 
Uniform Commercial Code could be utilized in the federal filing, 

• Permitting the notice filing of security interests to apply to "after-acquired" in- 
tellectual property of debtors. 

• Making the Federal agency records concerning title to and security interests 
in intellectual property more useful by eliminating or substantially reducing 
the period for recordation of documents. This would be accomplished by 
amendment of the patent, trademark, copyright and mask work laws to sub- 
stantially reduce the 'lookback" periods for recordation of documents concern- 
ing title to and security interests in intellectual property, and requiring 
prompt recording and indexing by the federal agencies. 

• Encouraging the establishment of an electronic filing system. This would re- 
duce the agencies' burden of handling and recoraing security interests and fa- 
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dlitate the prompt and cost-effective availability of records for interested par- 
ties. 

The ABA proposal embodies the approach recommended by the ABA's Section of 
Intellectual Property Law and Section of Business Law to implement these reforms 
in a manner that we hope and beheve is consistent with the needs of all relevant 
constituencies. We would welcome the opportunity to work with you and the Sub- 
committee staff in further developing and advancing these proposals. Thank you for 
your interest and consideration. 

Mr. COBLE. I thank my new friend. Ma. Montgomery, I am a 
frustrated geographer. Is the Rhode Island School of Design in 
Providence? 

Ms. MONTGOMERY. Yes, it is. 
Mr. COBLE. Mr. Johnson, I was told that one of the members of 

this panel had a connection to my congressional district. Are you 
that person? 

Mr. JOHNSON. I am, Mr. Chairman. 
Mr. COBLE. Good to know you. High Point is the town? 
Mr. JOHNSON. That is correct. Although I was bom and brought 

up in the north, I spent 18 years in your fair State, and it slowed 
down my speech pattern, so I hope you will cut me a little slack. 

Mr. COBLE. I will be patient with that. For the benefit of the un- 
informed—Mr. Johnson knows this, I think Mr. Kirk knows this— 
High Point is recognized as the furniture capital of the world. We 
used to call it the furniture capital of the South. It is now the fur- 
nitiu-e capital of the world. Good to have you with us, Mr. Johnson. 

STATEMENT OF CHARLES G. JOHNSON, PRESmENT AND CEO, 
ALLSTATE FINANCLVL CORPORATION, ON BEHALF OF COM- 
MERCLU. FINANCE ASSOCIATION 
Mr. JOHNSON. Thank you, Mr. Chairman and other members of 

the subcommittee. My name is Charlie Johnson and I am President 
and CEO of Allstate Financiad Corporation. But I am here today in 
my role as First Vice President of the Commercial Finance Associa- 
tion, or CFA, which is the trade group for the asset-based financial 
services industry. 

CFA members provide asset-based commercial financing and fac- 
toring products and services to small- and medium-sized busi- 
nesses. Some of our larger members include Nationsbank, Bank of 
America, GE Capital, Fleet Capital, and Citigroup. 

In 1997, the over 300 CFA member companies extended approxi- 
mately $205 billion in credit to businesses throughout the United 
States. I must admit on this subject, as fundamental to our busi- 
ness as the perfection of security interests, I find it a bit strange 
that I am addressing the Courts and Intellectual Property Sub- 
committee and not the Commercial Law Subcommittee or the 
Banking Committee. 

However, the impetus for today's hearing has shown in recent 
holdings In re Peregrine and In re Avalon have forced bankers to 
act like copyright lawyers and it has forced the U.S. Copyright Of- 
fice into the business of secured financing. Unfortunately, these are 
imfamiliar and inef^cient roles that neither the banking industry 
nor the Copyright Office desired or, imder current law, is well-suit- 
ed to fulfill. As a result, borrowers and their lenders have—espe- 
cially in the software  industry—had to incxir significant costs. 
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delay, and administrative bxirden or in, some situations, have had 
to forego otherwise attractive financing opportunities altogether. 

For many reasons that are elaborated in my written testimony, 
CFA strongly believes that the current law governing the perfection 
of security interests and copyrights badly needs reworlang. CFA 
welcomes the opportunity to work with the groups present here 
today and others to devise a comprehensive Federal filing system 
for all intellectual property. 

However, as todaj^s testimony reveals, there is still no agree- 
ment on how to create such a filing system nor when such a filing 
system could become ftiUy functional. In the meantime, lenders and 
borrowers are left struggling with the current cumbersome system, 
which the Copyright Office in its Msirch 18 memo to the chairman 
of this subcommittee, described as causing, quote, "significant prob- 
lems with the financing of copyrighted materials." 

In the interim, CFA believes that it would be very beneficial to 
borrowers and lenders for Congress to pass a narrowly-focused, 
narrowly-targeted legislation which could provide immediate relief 
for borrowers and lenders alike. 

The Copyright Office would appear to agree with CFA's approach 
not only in their March 18 memo, but I believe earlier today in the 
Honorable Ms. Peters' remarks, she mentioned that it might make 
sense to recognize the perfection of a security interest in copyrights 
at the State level for the purpose of allocating rights among lien 
creditors. 

The CFA draft bill that has been submitted to the subcommittee 
would accomplish this limited goal through an amendment to the 
Copyright Act. It would allow a lender, through a UCC fihng, to 
perfect a seciuity interest in both copyrighted and copyrightable 
material. Only the rights of a holder oi a security interest and lien 
creditors would be affected. It would not affect the rights of an out- 
right transferee of a copyright or the interest in a copyright such 
as a bona fide purchaser or exclusive licensee. These persons would 
continue to take fi"ee and clear of any security interest filed only 
at the State level under the UCC. 

It is important to stress that CFA's proposal would not require 
third parties to conduct a 50-State search to ascertain whether 
there is a security interest that exists in a copjoight. If a third 
party were to be a bona fide purchaser or licensee, it would need 
only to look for filing at the Copyright Office, for a security interest 
in a copyright is not registered—if it is not registered there, that 
person womd take fi"ee and clear of the security interest. If a third 
party did elect to conduct a search under the UCC for a recorded 
security interest, they would only need to look in one State, that 
namely being the State where the debtor is located. 

In the end, the CFA bill would simply allow a secured lender 
who has loaned money to a business secured by copyrighted or 
copyrightable material or assets of the business to establish a pri- 
ority over a bankruptcy trustee through the filing under the UCC. 

The same can be done with patents and trademarks. In this way, 
in the unfortunate event that a business borrower seeks bank- 
ruptcy protection and the copyright assets are sold, the lender who 
supported the business by extending it credit would be paid ahead 
of the bankruptcy trustee, as intended by commercial and bank- 
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ruptcy law. On behalf of CFA, I would like to thank the chairman 
for holding this important hearing. 

Mr. COBLE. I thank you, Mr. Johnson. 
[The prepared statement of Mr. Johnson follows:] 

PREPARED STATEMENT OF CHARLES G. JOHNSON, PRESIDENT AND CEO, ALLSTATE 
FINANCIAL CORPORATION, ON BEHALF OF COMMERCIAL FINANCE ASSOCIATION 

INTRODUCTION 

Chairman Coble, members of the Subcommittee, my name is Charlie Johnson. I 
am the President and CEO of Allstate Financial Corporation. Allstate Financial, 
which is located in Virginia, provides asset-based commercial lending products and 
financial services to a variety of businesses. I am present today in my capacity as 
First Vice President of the Commercial Finance Association or CFA, the trade group 
for the asset-based financial services industry. On behalf of all CFA members, I ap- 
preciate this opportunity to present to the Subcommittee the CFA's views on the 
problems and dimculties that have arisen in the area of secured flnanci)^ involving 
copyrights as a result of recent judicial decisions in the Ninth Circuit. These cases, 
most notably In re Peregrine Entertainment and In re Avalon Software Inc., have 
held that the Copyright Act pre-empts the Uniform Commercial Code with respect 
to the perfection of security interests in both copyrighted works and copyrightable 
material which has not yet been registered in the Copyright Office.' 

CFA also appreciates the opportunity to address legislative approaches, one from 
the Commercial Finance Association and another from the American Bar Associa- 
tion, that have been offered to the Subcommittee to address the problems resulting 
from Peregrine and Avalon. I sdso want emphasize that in addition to addressing 
the current difficulties faced by lenders and borrowers engaged in secured financing 
transactions involving valuable copyrights, both the comprehensive ABA bill and the 
narrowly targeted copyright specific CFA bill have an equally important goal. This 
goal is to bring the law regarding the treatment of security interests in copyrights 
in bankruptcy proceedings into harmony with similar laws governing security inter- 
ests in patents and trademarks. 

THE COMMERCL\L FINANCE ASSOCIATION AND ASSET-BASED LENDING 

The Commercial Finance Association is the trade group for the asset-based lend- 
ing and factoring industries. Oiir association consists of^ more than 300 members, 
including money center banks, regional banks, independent finance companies, and 
commercial lenders that are publicly held or owned by industrial companies and for- 
eign banks. Some of our lareer members are Citigroup, Nationsbanlo^ank of Amer- 
ica, GE Canital, and Fleet Capital. Our member institutions are located nationwide 
and around the world. 

CFA members provide asset-based commercial financing and factoring products 
and services to small and medium-sized businesses at the local, regional, national, 
and international level. In 1997, CFA members extended approximately $205 billion 
in credit to small and medium-sized businesses throughout the United States. These 
funds supported more thsm $2 trillion in economic activity amd miUions of jobs. 

'/n re Peregrine Entertainment Ltd. 116 B.R. 194 (CD. Cal. 1990). In Peregrine, a film dis- 
tributor granted a lender a security interest in its inventory, which included film copyriKhts. 
The lender filed Tmancing statements with the state under the Uniform Commercial Code. After 
the borrower filed for bankruptcy, the trustee challenged the perfection of the security interest. 
The California bankruptcy court held that the Copyright Act of 1976 establishes a comprehen- 
sive national system for recording transfers of copyright interests, and, therefore that federal 
law broadly pre-empts state law regarding the manner of perfection of security interests in copy- 
rights themselves and any proceeds thereof, including accounts receivable generated through li- 
censes of copyrights. Since the lender had not filed its interest with the Copyright Office, it lost 
ita security interest in the films and the licensing revenues they generated. 

In re Avalon Software, Inc. 209 B.R. 517 (Bankr. D.Ariz. 1997). In Avalon, a lender obtained 
a security interest in all the assets of a software developer, including copyrighted software and 
software in process of development. The lender filed financing statements with the state under 
the UCC. In bankruptcy, the trustee challenged the perfection of the security interest. The Ari- 
zona bankruptcy court, building on Peregrine, re-affirmed that the only method for perfecting 
a security interest in a copyrighted work was to file at the Copyright Office, and then extended 
this requirement to copvrightable works. The Court found that a work entitled to fw registered 
with the Copyright Office does not become something different because it is not registered. 
Thus, a security interest filing with the Copyright Office is still required to perfect a security 
interest in such work, and such security interest cannot be filed until the work has been reg- 
istered. 



Many small businesses depend on asset-based financing for working capital, and for 
some businesses, such financing is their only available option. 

Asset-based loans are Unes of credit that generally are secured by a "floating lien" 
on the borrower's assets. A floating lien usually covers all the borrower's assets in- 
cluding inventory, equipment, accounts receivables, general intangibles (which in- 
clude intellectual property), after-acquired property and other valuable personal and 
real property. 

In substantially all cases not involving-collateral in the form of copyrights or copy- 
rightable material, a security interest in a borrower's assets becomes perfected when 
notice of the security interest is properly filed under the Uniform Commercial Code. 
With respect to intangible assets, such as patents, trademarks, and accounts receiv- 
able, this involves filing a UCC-1 financing statement, describing the collateral, 
with the designated filing of!ice(s) in the state where the borrower is located. 

When a lender's security interest in the collateral of a borrower is perfected, the 
lender's interest is valid against the claims of third parties, as well as against the 
debtor. It is important to point out that the majorily of priority contests occur in 
the context of bankruptcy proceedings where the priority contest pits a security in- 
terest holder against the debtor's trustee in bankruptcy or other security interest 
or hen holder. 

It almost goes without sa}ring that the more certain and predictable a lender's se- 
curity interest in the borrowers collateral, the better the loan terms the borrower 
can obtain. Conversely, risks and uncertainties with respect to a lender's security 
interest will increase the costs to the borrower, or in some cases, even make credit 
unavailable. 

THE PEREGRINE/AVALON PROBLEM 

On a subject so fundamental and integral to the asset-based lending community 
such as the perfection of security interests, I must admit I find it a bit strange that 
I am addressing the Courts and Intellectual Property Subcommittee and not the 
Commercial Law Subcommittee or a Banking Suhcommittee. Nonetheless, as the 
impetus for today's hearing has shown. Peregrine and Avalon have forced bankers 
to act like copyright lawyers, and it has forced the U.S. Copyright Office into the 
business of secured financing. Unfortunately, these are unfamiliar and inefficient 
roles that neither the banking industry or the Copyright Office desired, or, under 
current law, is well-suited to fulfill. 

As an example of this ineflRciency, in a March 18 memo from the U.S. Copyrig:ht 
Office to the Subcommittee on today's topic, the Copyright Office stated that 'while 
recordation [of a security interest in a copyright] under the UCC takes place in 
about two days, recordation in the Copyright Office can take several months. Much 
of the difference in time is attributable to the fundamentally different nature of the 
two systems." This means that anyone—a lender, a purchaser, or licensee—about 
to acquire an interest in a copyright will be forced to take added measures to try 
to determine if a security interest in that particular copyright already exists. 

Another significant problem facing lenders and borrowers in the copsnright field 
is directly traceable to the Avalon decision which held that under federal law copy- 
rightable material (as distinguished from already copyrighted material) must first 
be registered in the Copyright Office before a security interest in such material can 
be perfected. This has greatly increased the risks, and thus costs, in using creative 
works in process as collateral for loans, and is a particularly worrisome problem for 
lenders who finance software developers. It also complicates film industry financings 
where a film is not typically registered in the Copyright Office until the film is 
ready for release. As a leading commentator on secured transactions, Barkley Clark, 
has noted, "This is a big problem with the federal copyright statute, it does not ap- 
pear to allow after acquired property clauses. In this respect, it is much less flexible 
than Article 9 of the UCC." 2 

There are also other fundamental differences between the state UCC filing system 
and the federal Copyright Office system that impede efficient and cost-effective com- 
mercial financing when copyrights comprise the collateral. In contrast to UCC fil- 
ings against intangibles, which axe typically recorded in one location under the 
name of the debtor, a filing with the CTopyright Office is made under the name or 
registration number of the copyrighted work. Consequently, searches in the Copy- 
right Office for existing filings require that the searching party know the name or 
number of the registered work, and separate filings must be made for each individ- 
ual work pledged as collateral. 

2 Clark, "The Law of Secured Transactions under the UCC (1998 Cumulative Supplement No. 
2, Sec. 1.08 (1) (e), page SI-29. 
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Furthermore, the Copyright Office rules for establishing the priority of competing 
security interests in copyrights are much less certain than those found in the UCCT 
It is essential that lenders know, based upon public records, their relative priority 
in collateral at the time a transaction closes. The UCC priority rule is simple—the 
first to file (or otherwise perfect) has priority. Under this first to file system, a lend- 
er can be certain that its loan will be secured and prior to others by properly filing 
a UCC-1 form and then searching to see that no other party is senior. 

No such certain^ exists under the Copjrright Act's first to sign rule. Section 205(c) 
provides that the first to sign a security interest has priority, provided it is recorded 
within thirty days if signed within the U.S., or within 60 days if signed outside of 
the U.S. Thus, a lender who filed first with the Copyright Office could still lose pri- 
ority to a lender that obtained an earlier signed document. 

In addition, another problem exists concerning the enforcement of security inter- 
ests in copyrights. Peregrine focused entirely on the filing issue without addressing 
the extent to which the UCC may nevertheless govern other aspects of security in- 
terests, such as enforcement. Earlier case law held that the federal statute had no 
role to play in foreclosures of security interests in copyrights.^ Thus the foreclosure 
rules of^the UCC should still govern in this important area. 

Presently, for a lender to ensure perfection under federal law, the lender must 
take the following steps. (1) conduct a thorough audit of all the borrower's copy- 
rights and copyrightable material, (2) require the borrower to register any copy- 
rightable material, (3) enter into a security agreement that identifies each of the 
copyrights by title or registration number, (4) record the security agreement with 
the Copyright Office, (5) establish a reporting and monitoring process with respect 
to the borrower's existing and after-acquired copyrights, (6) require the borrower to 
register all after-acquired copyrights, and (7) record any additional security inter- 
ests with the Copyright Office as additional copyrights (including derivative works, 
enhancements and modifications, are added to tne collateral. 

ADDRESSING THE CURRENT LEGAL SITUATION 

CFA strongly beUeves that the current law governing the perfection of security 
interests in copyrights is negatively impacting secured financing and badly needfi 
reworking. Recording security interests in the Copyright Office does not facilitate 
financial transactions. As loans and business acquisitions are often made on very 
tight timetable, timely access to filing information about security interests and hens 
is vital to the ft-ee flow of commercial loans. A search of UCC filing can be per- 
formed quickly while a search at the U.S. Copyright Office can be time-consxmiing 
and costly, and fail to reveal security interests nled months previously. Nonetheless, 
CFA does not disagree with the Peregrine holding that federal law could pre-empt 
state law with respect to recording security interests in copyrights. In fact, the rea- 
soning of Peregrine seems to highlight the need for a comprehensive federal record- 
ing statute governing edl types of intellectual property including copyrights, patents 
and trademarks. 

However, as the witnesses at today's hearing have indicated, and CFA representa- 
tives have ascertained from various meetings and consultations with members of the 
lending and copyright communities, £md related federal agencies, there is no com- 
mon agreement on how to devise and facilitate such a federal system. More so, there 
is no real indication when and if such a system could become functional. Unfortu- 
nately, until such a system can be constructed, we are left struggling with the cur- 
rent cumbersome situation regarding the perfection of securitj' interests in copy- 
rights—a situation that the Copyright Office, again in its March 18 memo to the 
Chairman of this Subcommittee, described as causing "significant problems with the 
financing of copyrighted material . . ." 

THE CFA AND ABA PROPOSALS 

CFA welcomes the opportunity to work with the groups present here today and 
others to formulate a comprehensive federal filing system. However, in the interim, 
CFA beUeves that it would be highly beneficial to borrowers and lenders, especially 
in software related industries, for (Congress to pass narrowly targeted copyright spe- 
cific legislation which would provide immediate relief to the lending community 
while at the same time having a negligible effect on the copyright community. The 
Copyright Office would appear to agree with this approach. In the Copyright (office's 
above-mentioned March 18 memo to the Subconunittee on this subject, the memo 
concluded with the statement; "Before taking on comprehensive reform, solving the 

^See Republic Pictures Corp. v. Security-First National Bank of Los Angeles, 197 F2d 767 (9th 
Cir. 1952). 
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immediate needs of the financing community by allowing the perfection of a security 
interest in copyrighted material through a UCC filing seems desirable." 

Accordingly, the CFA bill submitted to the Subcommittee would accomplish this 
limited, yet very beneficial, goal. It would amend the Copyright Act to allow a lend- 
er, through a UfcC filing, to perfect a security interest in both copyrighted and copy- 
rightable material, thereby enabling the secured lender to prevail over a trustee in 
bankruptcy or other lien creditor. Such a narrow amendment would only aifect the 
rights of holders of security interests and lien creditors; it would not affect the 
rights of an outright transferee of a copyright or an interest in a copyright, such 
as a bona fide purchaser or licensee, who would continue to t£ike free and clear of 
any security interest filed only at the state level under the UCC. 

This limited approach to the application of the UCC is also a fundamental compo- 
nent of the ABA draft legislation which would apply it to all intellectual property. 
While CFA believes the copyright specific problems of Peregrine and Avalon can be 
addressed with a copyright specific solution, CFA applauds the ABA proposal for 
recognizing that to promote financing and development of intellectual property, the 
UCC should govern the creation, attachment, perfection, priority and enforcement 
of security interests, while federal law should govern the rights of a person other 
than a secured party or lien creditor who acquires any other right or interest in in- 
tellectual property. A person the ABA bill defines as a "transferee." 

CFA can clearly see the merits of the comprehensive filing system which the ABA 
suggests will better accommodate the filing of security interests when they are re- 
coroed at the federal level against transferees. But for CFA members who on a daily 
basis are being forced to deal with the realities of Peregrine and Avalon, such com- 
prehensive relief may be more than is needed for a workable interim solution to 
their problems. Most challenges to secured loan documentation come from trustees 
in bankruptcy, and it is in such situations where relief is needed now. Accordingly, 
in response to this limited need, the primary thrust of the CFA bill is to change 
the confusing and inefficient current law in the context of bankruptcy proceedings. 

As to the merits of the limited CFA bill, the Copjrright Office, in the March 18 
memo to the Subcommittee, commented; "The draft proposal makes minimal 
changes to existing provisions in Title 17 regarding recordation of transfers and 
other documents that would not require the Copyright Office to change any of its 
existing procedures . . . The Office believes a minimal approach at this time has 
considerable advantages. It would give financial institutions immediate relief; it 
would allow the Copyright Office, which is just beginning to consider efficiencies for 
recordation of documents such as an electronic system to continue using its existing 
system, and it would not preclude subsequent consideration of more comprehensive 
reform." 

Such a limited amendment will also result in copyrighted and copjrrightable mate- 
rial receiving the same legal treatment afforded patents and trademarks under ex- 
isting law. Under a substantial majority of the cased decided with respect to other 
types of intellectual property, it is clear that a secured lender which is properly per- 
fected under the UCC will obtain priority over non-consensual creditors, such as a 
bankruptcy trustee and lien creditors. 

Patents and trademarks are treated differently from copyrights under existing 
case law. While federal recordation remains necessary to protect security interests 
in patents and trademarks against bona fide purchsisers, such recordation is not re- 
quired to give the secured creditor priority over the patent or trademark owner's 
trustee in bankruptcy.* There is no good reason for treating security interests in 
copyrights differently from those in patents or trademarks. Accordingly, the CFA 
bifi wul harmonize the law as it applies to these common forms of intellectual prop- 
er^. 

Finally, it is important to stress, that the enacting the CFA's legislative proposal 
would not require subsequent buyers, licensees, lenders, or other lien creditors to 
conduct a 50 state search to ascertain whether a security interest exists in a copy- 

*¥oT cases dealing with patents, see, In re Transportation Design and Technology, Inc., 48 
B.R. 635 (Bankr. S.D. Cal. 1985) (holding that a lender's security interest in patents filed only 
with the secretary of state under the UCC. and not with the U.S. Patent and Trademark OfTice, 
prevails against the claim of the debtor's trustee in bankruptcy) and City Bank & Trust Co. v. 
Otto Fabric, Inc., 83 B.R. 780 (D. Kan. 1988) {holding that no federal filing is required to protect 
a security interest in patents against a trustee in bankruptcy). For cases dealing with trade- 
marks, see. In n TR-3 Indus., 41 B.R. 128 (Bankr. CD. Cal. 1984) (holding that a bank's secu- 
rity interest in a trademark, filed with the secretary of state, prevailed over a trustee in bank- 
ruptcy's claim because the Lanham Act does not preempt state law) and In re Roman Cleanser, 
43 B.R. 940 (Bankr E.D. Mich. 1984) (holding that filing under the UCC is sufficient to perfect 
an interest in a trademark since the Lanham Act only contemplates federal registration of out- 
right assignments, not collateral assignments (i.e., security interests)). 
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rig^t. First, if the subsequent party is a bona fide purchaser or licensee, it would 
need only look for a filing with the Copjrright Office. If a seciuity interest in the 
copyright is not registered at the Copyright Office, the purchaser or licensee would 
take free and clear of the security interest. Second, if an outright transferee elected 
to conduct a search for UCC recorded security interests, the search would only need 
to be in one state, namely the state where the debtor is located. 

REAL WORLD EXAMPLE OF THE PROBLEM OF PEREGRINE 

I would now like to share with the Subcommittee a recent true-life example of 
the problems that lenders and borrowers are facing as a result of Peregrine anaAva- 
lon. A CFA member financial institution in Chicago recently desired to make a 
bridge loan to a software developer who had begun developing a software program. 
This software progreim was the developer's primary asset and constituted most of 
the collateral for the proposed loan. The bridge loan was to be the beginning of what 
both the lender and tne software developer expected to be a significant business re- 
lationship. 

The lender was advised that under Avalon, it could not perfect its seciirity inter- 
est in the software program of the developer until the program was registered with 
the Copyright Office. It required several weeks for the lender to convince the devel- 
oper to register the software and prepare the necessary papers. Both the lender and 
the developer were quite concerned that the confidential nature of the software's 
source code could be compromised by registering it in the Copyright Office. In addi- 
tion, the lender was concerned that there might be insufficient code developed to 
justify filing in the Copyright Office. The lender was also troubled that it might 
need to update the registration at frequent intervals, and also update its security 
interest, to reflect changes in the program or to reflect new programs developed by 
the borrower. 

In the end, because of Peregrine and Avalon the lender was forced to slow down 
the transaction and require the software developer to register its software program, 
something the developer did not want to do. The lender now has a significant obliga- 
tion to monitor the developer's ongoing software development work to determine 
whether enhancements or modifications to the registered software require additional 
registrations and security interest filings with the Copyright Office. In the secured 
financing arena, such situations do not enhance relationships between borrowers 
and lenders or promote efficient financing transactions. 

CONCLUDING REMARKS 

On behalf of over 300 members institutions of the CFA, I want to thetnk the 
Chairman for holding this hearing on this important issue that greatly affects the 
asset-based lending industry. As a result of the fiindamental differences and difficul- 
ties in perfecting a security interest under the Copyright Act as opposed to the 
UCC, borrowers and their lenders have had to incur significant cost, delay, and ad- 
ministrative burden, or in some situations, they have had to forgo otherwise attrac- 
tive financing opportunities altogether. As the software and related information 
technology industries continue to grow at a dazzUng pace, the problems associated 
with financing copyrighted and copyrightable material under cxirrent federal law 
will only increasingly complicate or preclude credit extensions to such businesses. 

CFA believes that its limited amendment to the Copyright Act offers a focused 
solution to a significant problem. It will allow a secured lender with a UCC per- 
fected security interest to prevail over bankruptcy trustees and other secured par- 
ties when copyrighted and copyrightable material are offered as collateral. Such a 
modest change in the law to address a currently untenable situation will enable 
asset-based lenders to more efficiently and effectively fulfill their role in providing 
working capital to the small and medium sized businesses of America. It will also 
conform the law covering the treatment of copyright security interests in bankruptcy 
to the law covering patents and trademarks in that arena. 

The CFA biU is not in derogation of any attempt to establish a comprehensive fed- 
eral system for the recordation of security interests in intellectual property gen- 
erally (including copyrights). It ia an interim measure to correct an immediate prob- 
lem that has adversely affected the secured financing of businesses that need to 
pledge copyrighted or copyrightable material as collateral, and as a measure to level 
the playing field for the treatment of all security interests in intellectual property 
in bankruptcy. 

For all practical purposes, the CFA bill will simply allow a secured lender, who 
has loaned money to a business secured by copyrighted emd copyrightable assets of 
the business, to establish priority over a bankruptcy trustee through a filing under 
the UCC—as can be done with patents and trademarks. This way, in the unfortu- 
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nate event that the business borrower seeks bankruptcy protection and the copy- 
right assets are sold, the lender, who supported the business by extending it credit, 
wul be paid ahead of the bankruptcy trustee, as intended by commercial and bank- 
ruptcy law, and will not lose out because of the problems in perfecting a security 
interest under copyright law. 

Mr. COBLE. Mr. Brennan. 

STATEMENT OF LORBV BRENNAN, ESQ., EXECUTIVE DIREC- 
TOR, GRAY MATTER, LLC, ON BEHALF OF THE AMERICAN 
FILM MARKETING ASSOCIATION 
Mr. BRENNAN. Thank you, Mr. Chairmain, I am here on behalf of 

the independent sector of the motion picture business. We have 140 
companies engaged in producing independent pictures as well as 22 
major financial institutions engaged in the business of copyright 
lending. I hear that some of my member institutions are the enter- 
tainment divisions of people who are also members of my col- 
leagues' associations, so this will be interesting. 

I am here to give our strongest opposition to the mixed filing sys- 
tem proposed in the ABA proposal and the CFA proposal. We op- 
posed this in 1993 and we oppose it now because it would devastate 
lending in our business, raise costs to simply unacceptable levels. 
We represent the lenders who make loans exactly like were made 
in Peregrine. Our lenders find that the Peregrine decision actually 
affirmed their longstanding practice of making loans—and speak- 
ing as a lawyer who has actually made loans and documented and 
administered loans exactly like that in Peregrine, I would suggest 
that the lender in Peregrine got into trouble because it simply did 
not follow the ordinary standards of care by lenders who actually 
make these types of loans. That doesn't mean the system is perfect 
and we will propose some changes, but I would like to give you 
three basic ideas. 

First, I wanted to explain why the mixed filing system will not 
accomplish its goals; second, why it will drive our cost to excessive 
levels; and third, a proposed solution. 

First, why won't the mixed filing system accomplish its goals? 
Priority doesn't matter. The real issue is what happens when the 
secured creditor forecloses? Imagine this situation. Day one, lender 
files a mortgage of the copyright and files it only at the State level. 
One month later we have an exclusive Ucensee who records at the 
Federal level. One month later the secured creditor forecloses. Who 
owns the copyright? 

Under State UCC, the lender becomes the transferee and owns 
the copyright fi-ee of the exclusive license; but under Federal law, 
the Federal transferee, since he recorded, federally owns the exclu- 
sive license. This is a direct conflict between State and Federal law. 
It cannot be resolved by any finessing of drafting. Only one can 
prevail. 

Now, under both of the proposals we hear today, it looks like the 
idea is that the secured creditor would lose. That means a subse- 
quent transferee would still prevail. But what does that do to the 
lender's collateral value? That means if the lender does not also 
record federally, it has no value. Mr. Chairman, it does no good for 
a bank to foreclose a loan on my car if my brother-in-law can still 
drive it. This statute will not eliminate at all the need to file and 
search federally. If Federal laws prevail, we must do that. 
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Number two, let's look at the cost. The problem with copyrighted 
works like motion pictures is we have very complicated chains of 
titles with many transfers. We have to look up a lengthy chain of 
title. I have included in my testimony an example of a motion pic- 
ture and what it would take to finance. 

Let's assume we were going to make a new movie based on the 
Terminator movies, Terminator 3. Now, there are prior works here. 
There are prior screenplays and two prior pictures. I have included 
a copy of a cop)rright report that we would see but I have excluded 
all the secured creditors. There are 94 transferees in the prior 
chain of title. We would have to locate them to see whether or not 
they have filed a security interest. Yes, we only have to search in 
one State but we don't faiow where they are. To find all 94 trans- 
ferees in all 50 States would cost us more than $30,000. Once we 
then find the transferees, we have to order a search. That is 94 
companies at $34 a search. Another $8,000. 

Then we get the UCC-ls but the UCC-ls are not related to Ter- 
minator; they are related to a collage of people. We will have thou- 
sands of UCC-ls that we have to order copies ft-om and to read for 
more money. That doesn't include the individuals. You can't search 
by individuals by country. So the cost here in the chart I have 
fiven you, it will cost us almost $60,000 to do what now costs us 

250 under the current system and we can't even be sure we found 
everything. 

That doesn't mean we think the current system is perfect. We 
have suggested we need to deal with after-acquired property and 
floating liens but they should be done in the Copyright Ofiice. 
Copyrights are Federal works. They are supported federally. We 
need a Federal system. We have given a proposal in here of one 
way to do it in which we give constructive notice to documents filed 
in the Copyright Office against the transferee but we support the 
goal of improving the law in order to allow after-acquired prop- 
erties and floating liens. Copyrights are national works. They can 
only be supported by a national register and therefore this needs 
to be done in the Copyright Office. We cannot live with the mixed 
systems proposed by either the ABA or CFA proposal. Thank you. 

[The prepared statement of Mr. Brennan follows:] 

PREPARED STATEMENT OF LORIN BRENNAN, ESQ., EXECUTIVE DraEcroR, GRAY 
MATTER, LLC, ON BEHALF OF THE AMERICAN FILM MARKETING ASSOCL\TION 

INTRODUCTION 

My name is Lorin Brennan. I am appearing as Special Coimsel for AFMA (the 
American Film Marketing Association) and their Affiliated Financial Institutions 
(AFIs). AFMA is a trade association for 142 independent (non-studio) motion picture 
and television production and distribution companies. The AFIs, a division of 
AFMA, consist of 22 major banks and financial institutions. Neither I nor AFMA 
have received any federal grant, contract or subcontract in the current or preceding 
two fiscal years. 

All of our member companies are familiar with secured copyright lending and the 
Peregrine decision {In re Peregrine Entertainment, Ltd., 116 B.R. 194 (C.D. Cal. 
1990)). On their behalf, I am nere to register our strongest opposition to the pro- 
posed Federal Intellectual Property Security Act (FIPSA). We oppose FISPA be- 
cause: 

• FIPSA will decimate the ability of motion picture producers to finance their 
productions, threatening tens of thousands of jobs. 
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• FIPSA will skyrocket the risks and legal uncertainties of secured copyii^t 
lending to ruinous levels. 

• FIPSA will not and cannot accomplish its stated objectives, subjecting copy- 
right borrowers and lenders to unacceptable risks for no benefits. 

In my brief remarks I will identify the reasons why we have come to these conclu- 
sions. They are not new. We have opposed the FIPSA "mixed filing" scheme for 
years, and communicated our opposition to Congress, the Copjrright Office and to 
the American Bar Association (ABA). 

At the same time, we acknowledge that the current system of secured copyright 
financing needs improvement, especially for "floating liens" and "after-acquired 
property." We have advocated the need for constructive change to the Administra- 
tion, the Copyright Office, eind now Congress . We support the goal of FIPSA, but 
cannot in any way support its methods. 

In have attached to this statement copies of some of our extensive work in this 
regard. They describe the many reasons why we cannot support the "mixed filing" 
system in FISPA. They also contain our suggestion for a workable solution. 

WHY FIPSA WILL NOT WORK 

Copyrights exist solely by reason of federal law. They are intangible assets, simul- 
taneously everywhere, and highly divisible. They often have complex chains of title. 
As national assets, they are supported by a single, unified federal recording system 
in the Copyright Office. This system indexes transfers of copyright ownership 
against registered works. 

Article 9 of the Uniform Commercial Code is state law. It deals with assets that 
are either located in any easily identifiable place, e.g. hard goods, or, in the case 
of intangibles, presumed to exist only at the location of the debtor. They rarely have 
complex chains of title. Article 9 indexes security interests against the debtor in nu- 
merous filing systems. As one commentator puts it: "Variations from state to state 
are legion; some are authorized by alternative versions of the [Uniform Commercial] 
Code itself; others are local frolics." (Barkley Clark, THE LAW OF SECURED TRANS- 
ACTIONS UNDER THE UCC, 1|2.12[1] (1994 Rev. Cum. Ed.).) 

The collateral, focus and methodologies of the copyright system and the Article 
9 system are marked opposites. Mixing them is a recipe for disaster. 
1. FISPA Will Not Eliminate The Need To Make Dual Filings 

The proponents of FIPSA complain that the decision in Peregrine requires a credi- 
tor loaning against a copyrighted work to search and file in the Copyright Office 
in addition to filing against the other assets under Article 9. 

Whether or not this is a burden, FISPA will not eliminate it. To see why we need 
only ask: What happens when the secured lender forecloses? Consider the following 
(ignoring the 30-60 filing windows in the Copyright Act): 

May 1:   Copyright owner grants a security interest in a registered copyright to 
a Lender who records under UCC. 

June 1: Copjrright owner grants an exclusive license to a Licensee who records 
in Copjrright Office. 

July 1:   Lender forecloses and becomes a transferee at foreclosure sale. 
Who own the copyright, the Lender or the Licensee? 

This example illustrates the conflict between the exclusive Licensee who records 
in the Copyright Office under federal law, and the LenderA'ransferee at a fore- 
closure sale under state law. The conflict is not just in the priority schemes. It is 
in the basic system for transfer of ownership of the copjrighted work. 

Under Article 9-105(d), a "debtor" includes a later owner of collateral, and Article 
9-306(2) continues a securijfy interest in collateral "notwithstanding sale, exchange 
or other disposition thereof"^ unless the lender releases. (Barkley Clark, THE LAW 
OF SECURED TRANSACTIONS UNDER THE UCC, inil.02[2], 2.11[l][a] (1994 Rev. Cum. 
Ed.).) Article 9-504(4) provides that "[w]hen collateral is disposed of by a secured 
party after default, the disposition transfers to the purchaser for value all of the 
debtor's rights therein, discharges the security interest under which it was made, 
and any security interest or lien subordinate thereto." In other words, per Article 
9 the Lender takes the copjright free of the Licensee's later recorded interest. 

Under Section 205(d) or the Copyright Act, however, "[a]s between two conflicting 
transfers, . . . the later transfer prevails if recorded first" in the Copyright Office 
in the manner necessary to give constructive notice. Under this section, since the 
Licensee recorded federally and the Lender did not, the Licensee prevails over the 
Lender. 
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This is an irreconcilable conflict between the ownership transfer provisions of 
state and federal law. No amount of drafting can finesse it. Only one system can 
prevail. 

Although not entirely clear, FIPSA apparently does not intend to eliminate federal 
Ereemption of the ownership transfer rules for copyrights. Thus, under FIPSA the 

icensee would still prevail. 
But this means the Lendei^s security interest has no value against subsequent as- 

signees or exclusive licensees unless the Lender also records in the Copyright Office. 
Even under FISPA, any prudent lender must still search and recora in the Copy- 
riAt Office to ensure the continuing value of its security. 

Thus, FIPSA does not and can not eUminate the "dual filing burden." 
2. FISPA Will Significantly Increase the Costs Of Copyright Lending 

FISPA provides that the relative priority between secured lenders and lien credi- 
tors is determined solely by state law. Copyrighted works often have complex chains 
of title, with many tiers of derivatives works, licenses, sublicenses and sub-sub- 
licenses. Under Article 9, foreclosure by a senior secured creditor anywhere higher 
up in the "chain" wipes out a junior interest. This makes its critical for lender to 
find any senior interests before it makes a loan. 

Under current law, the lender can conduct a single search of the records in the 
Copyright Office to find all prior copyright liens. Under FISPA, a lender will now 
need to search the UCC fiUng systems maintained in the fifty states. This burden 
will be enormous. 

Let me illustrate the magnitude of the problem with a practical example. Assume 
an independent producer wants to finance a new movie. Terminator 3, based on the 
popular Terminator and Terminator 2 pictures. Since Terminator 3 will be a derived 
from several prior works (screenplays and movies), the production lender certainly 
wants to know all prior security interests against any of these prior works since 
they would be superior to its loan. Attached is a Copyright Report for the Termi- 
nator pictures showing the recorded chain of title, but with the copyright mortgages 
omitted. If FISPA passes, this is what secured lenders will see m the future. Let 
us try to find all pnor copyright mortgages using only this report. 

The report shows numerous prior transfers. Any transferor or transferee could 
have granted a security interest in its rights so we must search each one. Ignoring 
duplicate entries and transfers that may not affect our new production, it looks like 
there are still 94 separate entities to search. The Copyright Report does not show 
where they are located, so we must search under the nues in all fifty states and 
the District of Columbia. 

There are several state variants regarding the place to file a security interest. For 
a general intangible like a copyright, 26 states only require filing in the Secretary 
of State, while 14 others cem also require an additional filing in the county where 
the debtor is located. (HAWKLAND, LORD & LEWIS UCC SERIES, §§9-401 et. seq. 
(1997 ed.).) According to one m^or searching service, there are 6,400 potential filing 
jurisdictions in the United States. How will our production lender find all prior hen 
filings, and how much wiU it cost? 

Here is £m analysis based on the going charges of a well knovsTi search company. 
• Locating the Corporations: It looks like 90 of the entries in the Chain of a 

Title are corporations. We can conduct a 50 state search to locate their place 
of incorporation at $365 per debtor, i.e. $365 x 90 = $32,850. 

• Searching the Corporations: Now that we know where they £ire located, we 
must search the local UCC filings there. Searching fees vary per state. In 
California, a search at the Secretary of State costs $34. No county search is 
required for intangibles. If all of these companies are headquartered in Cedi- 
fomia, then we must conduct 90 UCC searches at a cost of $34 x 90 = $3,060. 

• Copies of Filing: The UCC searches only disclose the UCCJ-ls filed against 
the debtor, not against the copyright in Terminator. One transferor alone, 
Carolco Pictures, had more than 1,000 UCC!-1 filed against it. (Each time it 
produced a picture, the lenders filed a UCC-1 to cover the physical mate- 
risils). To find out which UCC-ls apply to Terminator, we must order a copy 
of each one. The cost in California is $1.25 per page. If we make the conserv- 
ative assumptions that each UC(3-1 is only 1 page, and that all 90 debtors 
only have only 2,400 UCC-ls in total filed against them, this means an addi- 
tional cost of $1.25 X 2,400 = $3,000. 

• Reading The UCC-ls: Then somebody has to read all 2,400 UCC-ls to deter- 
mine which ones apply to Terminator. If a legal professional could read one 
UCC-1 a minute, it would still take 40 hours to read them all. If were only 
charged $100 per hour, that is an additional $4,000. 
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• Individuals: There are four individuals identified in the Copyright Report— 
the screenplay writers. There is no facility for nationwide searches for indi- 
vidual locations like there is for corporations, so to be sure we have identified 
all security interests we must search the Secretary of State in all 50 states, 
plus all the counties in the additional 14 states that require dual filings. Let 
us assume, conservatively, this means searching 100 jurisdictions, or 4 x 100 
= 400 searches. The costs is $34 per state seardi, and $49 per county search, 
i.e. ($34 X 200) + ($49 x 200) = $16,600. We will assume no copy or reading 
problem. 

• Judgment Liens: We still have the judgment liens. Currently, a lien creditor 
who does not record in the Copyright Office remains junior to a federally re- 
corded copyright mortgage (In Re Peregrine, supra 116 B.R. fii. 16; LeFlore 
V. Grass Harp Productions, Inc., 67 Cal.Rptr. 340, fn. 1 (Cal.App. 1997), al- 
though the case law is admittedly sparse. This means that currently a Copy- 
right Report is sufficient to disclose any prior hen creditors. Under Article 9- 
301(lXb), however, a party who becomes a lien creditor by levy or attachment 
before the security interest is perfected has priority. (Barkley Clark, THE LAW 
OF SECURED TRANSACTIONS UNDER THE LfCC, 1I3.03[2][c] (1994 Rev. Cum. 
Ed.).) Under FIPSA, oxir production lender would need to search at the state 
level to find prior lien creditors. Again, there are many state variations as 
to when hen creditor status arises (filing, levying) notice rules (some states 
include judgment liens with UCC fili^s) and procedures. (See Coogan, 
Hogan, Vagts & McDonnell, SECURED TRANSACTIONS, Chpt. 7E (Matthew 
Bender, 1998).) Since msmy copyright owners operate nationally, and copy- 
rights exist everywhere, a judgment lien affecting the copyright might be re- 
corded in any of the 6,400 filing locations nationwide. Searching them all 
would require examining all 94 parties in all 6,400 locations at $49 per 
search—for a staggering cost of $29,478,400. Let us assume we only need to 
search in the counties where the parties are located. Then we still need an 
additional 94 searches at $49 a search, or $4,606. 

The following table compares the admittedly hjrpothetical costs of finding all hens 
that might apply to a Terminator 3 production loan under current law and under 
FIPSA. 

Search Cost Comparison for Terminator 3 (Estimates) 

Current Law FISPA 

Documents Cost Documents Cost 

Federal Search 1 $250 1 $250 

State Searches for Corp. Locations 0 0 100 $32,850 

State & County UCC Corp. Searches 0 0 100 $3,060 

Copies of State UCC filings 0 0 2,400 $3,000 

Review of UCC filings 0 0 $4,000 

Individual Searches 0 0 400 $16,600 

Judgment Lien Searches 0 0 94 $4,606 

Total 1 $250 3,095 $64,366 

Of course, we could get lucky. We could find the parties after searching only a 
few locations. But we cannot guarantee it. 

Terminator is not unusual. There are many U.S. motion pictures with chains of 
title just as elaborate, if not more so. Copyrights have complex chains of title. A re- 
mote transferee often has no way of knowing where prior transferors are located 
other than by searching the public records. Since copjrrights are national assets, a 
remote transferee must be prepared to search public records on a national scale. 
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The average independent motion picture costs $2 million. They cannot absorb the 

uncontrollable costs that will be required under FISPA to obtain a production loan. 
It will mean these pictures cannot he produced at {dl—or that they must be financed 
and produced outside the United States. Independent producers are responsible for 
close to 148,000 American jobs nationwide. FIPSA threatens them all. 

A BETTER SOLUTION 

As we mentioned, AFMA and AFIs do not believe that the current system is per- 
fect. To the contrary, we have for several years advocated reform. Two problems 
need attention from the point of view of lenders: 

• Floating liens: The ability to file a "floating lien" that covers all of the debtor's 
assets in a single filing. 

• After-Acquired Property: The ability to have the lien attach to after-acquired 
property. 

Article 9 does have legal rules to accommodate the creation, attachment and fore- 
closure of floating liens and after-acquired property. The problem is that Article 9 
does not have the facilities for filing and perfection with regard to these types of 
interests where copyrights are concerned. As the previous discussion indicates, it is 
incapable of doing so. 

That does not mean we cannot solve the problem. Copyrights are federal rights; 
they deserve a federal solution. AFMA has previously proposed a solution that pre- 
serves the essential nature of the copyright system and solves these problems. The 
details are discussed on the attachment. So let must just discuss the concept. 

The Copyright Office filings are indexed against works. Article 9 filings are in- 
dexed against nersons (debtors). To solve the problem, we need to create a facility 
in the Copyright Office for constructive notice filings against persons as well as 
works. 

The idea is to allow the Copyright Office to establish a "person index." Persons 
(companies or individuals) with a copyright interest can file a "person registration 
statement" just like a copyright work registration statement. Recorded transfers can 
then be indexed against the parties in me "person register" or against the work in 
the current "work register." These filings will be linked in a computerized, relational 
database. Either one will have constructive notice and create priority under federal 
law, and the necessary perfection under state law. 

This is essentially the same system the title insurance companies use for land ti- 
tles. They maintain two indexes: a "lot book" for the properties, and a "general 
index" describing filings against the persons. They search both to issue a title policy. 

This is also the system used in all the mtgor database vendors to create "Rela- 
tional databases." It is a well understood problem with well documented solutions. 

In practice, the system cotdd be simple to use. A secured creditor loaning against 
a copyright need only insure that either the work or the debtor is registered. The 
lender can then, in principle, file an additional copy of its UC(3-1 financing state- 
ment with the Copyright Office to perfect against the copyright assets. One extra 
filing. No multiple searching. No excessive costs. 

Again, the exact details are explained in the attachments. 

CONCLUSION 

The 140 member companies of AFMA, and the 22 banks and financial institutions 
in the AFI, support needed federal legislation to update the current system for se- 
curing copjrright mortgages. We endorse the goal of FISPA, but cannot under any 
circumstances support its "mixed filing" methodology. 

Copyrights are national treasures. They deserve a national solution. We look for- 
ward to working on a system that will solve current problems while preserving the 
integrity of the federal copyright system. 

UST OF ATTACHMENTS 

Documents Discussed In Statement 
• Copy of Copyright Research Report For Terminator 2. 

Documents Advocating Positive Solutions 
• Letter dated April 6, 1999 fix)m Allen R. "Mike" Frischkom, President of 

AFMA, to House Subcommittee on Courts and Intellectual Property enclosing 
proposed improvement legislation for copyright financing. 

• AFMA proposed amendments to Copyright Act to improve copyright financ- 
ing. 
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• Memo from Lorin Brennan and Prof. Ronald Mann describing benefits of 
AFMA proposal, with attached Concept Paper 

Documents Regarding "Mixed Filing System 
• Memo dated November 30, 1998 to ABA describing objections to "mixed filing" 

system in FISPA. 

'" Copyright Research Report 

Cliast Maaat Caroloo Sarrloe,  tee. 

Attantloni Ms.  Mmall Teung 

Data lteo«iT«di    ix/tx/*i 

Data Mallad:     ta/2l/>a 

Propany Saardied: TERMNATtM 2 '''" 

ror/Byt Motion Plotura 

Analyvc: Jarry L. Xafab/aar 
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CopyrtoM IMpott • TBIMINATOR 2 

*Bas«lii>«' «lao reports that tba aotlon plctnre has b««ii 
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Underfyin? Work 
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network on Septeitftar IS, l9sS^and ev«r the cineaax network on the 
a>aa date. It was telecast over tha NBC telavisian network en 
Sapteabar 27, 1987. \ 
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It im  currently lictad M «vaUabl« for television 
divtrlbtttion through Caroleo Television Zatametional end for 
eiqport throa^b Orion Entertaliment. It is elso currently listed 
as eveilable in video fonnt tbroagh HBO Video, laege 
Eatertainaent, Inc., Headale Hee« video, Ino. and Hove Koae 
Video. 

 ^e Botieo picture is based on a screenpley entitled 
maaaaxan by Jaaee caaeron'and Cale Anne Bord, which wee created 
in 19«3, and regietered for eopyci^ht es en unpublished work la 
the naae of Headeis rila Corporation, February a, 1914, under 
entry He. PAD: 5S4-564. 

Vhe fol loving doeuaentskhave been recorded in oonaeetioa 
with «BMZn>OK t:        «k 

By Short FoXB Asai^nnent dated Jeaeary »,  ItfO, recorded 
January 16, 1990 in Vol. 2S14, pages 41-42, ^fleadala riln 
corporation, ^eadale Boldings, Ltd. .v^fleadele Piln aales 
Corporation andltfikadele Coounications, Inc. granted all of its 
rights, titles and interests in and to the aotion picture 
TWUIIMTOK, including all literery naterial written in ronnection 
with all se^els, re»akee, prsquola, spin-offs, 
flla/televiaion/video programs and/or series relating to the 
published Botien picture, and vltb a proposed Kotion picture 
tentatively entitled m» ISATOA t, in perpetuity and without 
llaitatlon, to <e^Lrolco International, M.V., subject to the teras 
and conditions of the Aasignaent Agreeaent between the parties 
dated as of January 3, 1990. 

By iastmaent dated refaxaa^ 7,  1990, recorded Noveaber 3e« 
1990, in Vol. 399S, page 290,/taerican Cothlo Productions, Inc. 
assigned and quitelaiaed to,e(relco International, H.V., in 
petpetttity all right, title and interest in and to all literary 
Material written by HiUiaa Wisher, pursuant to the Esployaent 
Agreesent between Williea Hisber and Aaerican Gothic Productioos, 
Xne. dated as of rebruary 6, 1990, with raspect to the proposed 
theatrical action picture entitled TWWTtaTOB a, subject to all 
of the teras, conditions and previsions contained in the 
agreeaenc between Aaerlcan flothic Productions, inc. and caroleo 
xntcrnational, M.v., dated as of October 27, 1999. 

By Assignaant dated rebmary 7, 1990, recorded Moveaber 20, 
1990, in Vol. 2S95, page 290, Aeerican Gothic Productions Inc. 
assigned end guitclalaed to caroleo International M.V., in 
perpetuity, ell its right,^tle and interest in the literary 
aaterial by wlllioa Wisher^ursuant to the Eaployeent Agreeaent 
dated as of rebruary 6.   1990 "between Wisher and AGF with respect 
to the proposed notion picture entitled TQucoasoa a. This 
Aasignaent Is subject to the t^tas of a deal aeao between the 
parties dated as of October 27, 19B9. 
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•y xnvcruaanc aac«a aay •>, x«>a. t«ocira«sa JUIM 13, I9fl0, la 
Vol. 2SS0, pa9« ail. Caroled XncernatioiULl, M.V. grantaa to«Tfi> 
Star Pictorca, Inc. a lioenaa to axerolae excloalva ttaaatrioal, 
noo'tbaatrieal. video and airlina diatributLen rlfbts relating to 
th« Caatnra langth •otion plotarv photoplay antltled Tmcaaaat 
t,  throughout Franca and tha Preach Ex-Ooloal«a, Eaat Oaraany 
(axoopt video), Hast canumy (exoapt vldae), Aaatrla (axoapt 
video), Oanaarlc, Finland, Iceland, Motvay, Swedan, Atiatralia, Haw 
Sealuid, Sooth Aaariea, central aaarica. Dominican KepcdbliCi 
Raxico, Foarto Rico (axeapt video), Bact, Neat and Sooth Africa, 
•vitserland and T.tactitenatain, Boag Kong, Macao, the Ptaillppinea 
and Belgla (video only), for th« taza aet forth in the 
Distrihotien »nre—ent between the partian, dated as of May 23, 
1990. me entire recorded docuaent ie executed in accordance 
with and is aubjeet to the tenw, previsions and restrlotiona of 
the Sconrley Agraaaant batvaen the parties dated as of April 25, 
1990 and the Distribution Agraeaent between the two partiea dated 
aa of May 23, 1990. 

By Aaaigaaent and Mortgage of O^iyrigfat dated septaaber so, 
1990, raeordad October 11, 1990, in Vol. 2984, page 340,w^roloo 
Plctnras Inc., puranant to the Distribution AgreesMat datad aa of 
Rovaaber IS, 19M between it and Tri-Star Fictores Zae., granted 
to Tri-Star a licanae to exarciae exclnaive theatrical, non- 
tbaatrieal and airline distribution rlghta in the motion picture 
entitled nsKXauos ZX throoghoat the Oalted states and its 
tarritoriea and possessions (eselnding Puerto Rico and the D.s. 
Virgin Xslanda) and Canada and its territories and possessions 
(as •pectfically aet forth in the Distribation Agreeaent] for the 
tera defined in that Agreeaent. solely to the extant necessary 
for the asaignee to exercise the rights granted, essignor hereby 
Bortgaged and aasigned to aaaignee all ita right, title and 
Intaraat in the copyright in the underlying property and the 
pietttre and all reaewala and extensions thereof and has also 
granted a saeority interest with respect to the picture in the 
'collateral* aa defined in tlte Security Agraeaent dated as of 
April 25,  1990. 

By instnaent dated Saptaaber to, 1990, recorded October ll, 
1990, in Vol. a5a4, page 340, Carolco Pioturea, inc. granted to 
Tri-Star Pictnrss, Xne. a intense to exerolse exclusive 
theatrical, non-theatrical and,airline distribution rights 
relating to the feature length notion picture entitled TWHTXATOK 
a, throoghoat the united states\and its territories end 
poasessioas (excluding Puerto Rico and the O.E. Virgin Xalanda) 
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and Canada and its tarrltoriea and po«««aal<>ns for tbm  t«xa 
daCinad in the Oiscrlimtilon Agraeaant bacvaan tbe partias datod 
as of Mdvoaliar 15. X9t<. Ttia antlra docoaant is axeeuted in 
aceazdaaea vith and Is nbjact to cha tar»a, provisioDs and 
raatrietioaa ot the Saoority Aoraaaant dated a* of April 25, 1990 
and the Diotrlbation ATraasaat datad «s of Hovaabec 15« .19S«. 
botwaen th« partiaa. 

By a Herchaadiaing Liccnaa Agz«aa«nt datad aa of JawuxT 1<* 
1991, recorded Ootobar 31, 1991, in Vol. 2701, payaa «0-««, 
Cuoico Plcturaa, Inc. and Carolca Xntcmal^ional, H.V. granted to 

u4C^nar Prodacta tba aoia and axcXuaira lieansa to any aad all 
usaa of tba atorylinas, acrlpta, daaigna, art work, propa, 
charactars, ptayaical propartlac, tradeaarks, logo* and eopyrighta 
aaaooiaeod witb tha aotion pietura antitled niMXATOR 2t 
JUBumH OAT and any saquel, prequal, spin-off. llva or anlaatad 
talavision or othar video prograa or sarias baaad on any of tba 
aaaa throughout tha world for tbe tara cosBancing on January 31, 
1991 and aicplring Juna 3o, 1994 including tha right to 
•amxfacture, sell and diatribota variooa licenaod artielaa 
Incloding action figures, arts and crafts, board gaaaa, 
electronic toya, toy weapons and others, as bore fully described 
in Attachaent A. Also granted was the right to use the naae and 
liJceneas of tha principal pebforaara Arnold Sehwarsannaggar and 
Ijlnda Haallton. ^ 

By Instxuaant dated a* of ^aaaary si, I99i, recorded 
rebruazy 11, 1991, in vol. 2<19. pages 413-414, caroloo^^etnras. 
Inc. aocclusivaly granted, asaignad and transferred toVuve Roaa 
Video, Inc. all rights of every kind and nature under copyright 
to exploit tbe aotion picture entitled TSnonoTOm 2 by any and 
all aaans and in ell languages in tha hoaa video aedia,. 
throwfhout tha Onited States and its territories and possaasions, 
incloding Puerto Rico and the Onltad Btatea virgin Islands and 
Canaxla, for a texB of 15 years following the first hone video 
release,  rollowing the expiration of the said tera, tha doeaaaat 
stated tharo will be a six aonth non-exclusive sell-off period. 
Tbe entire doonaant is exacttted la accordance with tha taras and 
conditions of the agrecaeat between tba parties dated JUly 27, 
1987, restated as of October IS, 1997 and further aaended en 
April U, 1990. 

a•.<^"? ^?SH'*^*„5f Transfer datad March «j, 199s. raoecded 
M^ a«l^V^!!rf?f^1^"^ »^'* "1-"*' Oroloo Int«^tlon.l «.V. asaignad tol*CS Video Bervicea AntUles, H.v. all its riaht. 

picture in the O.K. for 15 years froa the availabUity data {not 
given) for the aotion picture, provided that the tens shall not 
^"^S* '"f^*"^ ^ ^* •»«3i*« of the offer granted to RCS under 
^ fff^"" Agrceaont by and between HCS and cmv dated as of March 
20, 1992, aubjact to the teras of the Agreeaent as wall aa the 
Option Security Agraeaant dated as of March 20, i»92 between the 
parties. 

B«B..,.**?o^« *;. "?*' "?5*?*** '^^^ ^'   ""' in vol. 2732, 
SI2!!.<''!!~i"' C*rolco Int<•atlonal H.V. executed an Optioi 
Copyright Mortgage and Aasi^ment to RCS Video Servieeo Aatilles, 
K.V. in connection with this aotion picture and is othara?     ' 
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1M7 in WoJ. 2373, pa9«s 30»>3]4, jeinaon Film Olsteibatlon/ 
V.O.F,, iCtamoa toiMalng corporation, 4afinoa SCTMH EntortaiaaHie 
^IdiBQB) t«4.,lM^non ntfdwiiMki rilM ol*trlbation, B.v '  • 
JMnaon Citr FlU Oi«trlbafcio«,pei&aon Olstritautora, Zne., 
^•Mnpbwo, ttd., leemon Arvonaat riljM. Lftd.,PcCnium Bw»o«r 
rilas, I*d.,ijO«iaon B«rvlek FilM, Vt±.,tetni»aa Broadwi«k Street 
fi3am,  XAd., [ouwon Dreakaxe, U4., jomnon Xlstr«« Distritantoxs, 
Ud. (tettmeii zlctroa Studios, Ltd., iCannon riXaa, Ltd. ,^-^wiioa 
Film Prodootlofw, Ltd. )«<iinon Filx salaa, Ltd.AcSnnon Zndividnal 
Fiotnres, Ltd.,/Cknnoa Lion Xatamational rilas> Ltd.,i-««niion 
Kcxtlow, Ltd., letBBOR Patbe eqo^aant Ltd., ta^tmoa Fenita 
Oonsoltaiits, XAd.,t«tumon Tvdor FtodoottoM, Ltd.^««8iioa Val* 
Film Prodaetiona, Ltd. xSnaoa Vidae, Ltd., leaibion Kazdeur Straat 
rilma, etfnaon Claama Uill&> S.X.L.,A<Sanen Ginaaa, a.m.b.B., 
ifiaiwoa Claamas, Ltd., <e<nDon,City, B.V., 'eaiSnan'city Ptxidnktia 
MaatacdiaiVlj, B.V., {^aimen Irlaboetc, Ltd. .A-efimDn Music, ^Ltd. 
i-Cannon Praduetiona, ino./'CSnnoii nraduetixms, S.a.L., ^c&imon 
Propartiaa, Inc., )e<hnan Sercan Etitertaioa«nt, Znc., at al 
asaignad to iLoopsatyice Ltd., leanaon Auatralia, B.V. sMrtncar 
Seroan Entcrtainaant Inc. all respectlva rl^lita, titlas and 
iatarests in all oopyrigtita now ownad or tiaraafter acquired by 
any of thoa inelnding tbia aotlon pictura, and including witbout 
limitation original, ranaval, axtanded and ravaraionary tazma of 
oopyrlgtat. in parpatuity tbreughoot tha unlvarae, aubjact to tha 
tazas of tha Library Agroaaant (data not given). 

By Oopyrlgtot AsaigoMnt dated May l, l*e7. recorded July 7, 
l««7 in Vol. 2273, pages 355-404 Cannon International. V.o.F. by 
Caimoa Zntematlonal. B.V., general partner, Cannon Films, Inc., 
Cannon Screen Entertalnaent, Ltd., Cannon S B Films, Zne. and 
Cannon Film sales, Ltd. granted to>lt«lntraub Entertainment 
(Rights), Ltd. ,[J>i«pvrieseentr«le Hangelo Belegglngen, B.V., 
ufaich name will be changed to Waintzaub Bntertainment Group, 
B.V., andv«eincraub Entartainmcnt Group, Inc. all rights, titles 
and interests in all copyrights in perpetuity throughout the 
universe in numeroua propertias including the above mation 
picture, pursuant to a aotion picttira library purchase agreenant 
dated May 1, 1987. 

By Bxduslve License Agre—ant dated May si, 1.9SS, recorded 
December 23, 19(5, in Val^l52, pagea 530-543, Trudeau cuaaiinge 
Productions assigned toUnrl-Lorimor name Video inc. the 
exclusive license to distribute and othsrvise exploit this aotion 
pictura and eleven others in all forma of audiovisual devices, 
including videocaseettcs, videodiscs and such video devices now 
or bareaCter known for a term of seven years from tha date the 
pictture is first released on video cassette, worldwide. The 
grant inoludes the right to diatrlbute the videocass«ttes in the 
institutional mar)cat, including aedical, educational and 
religions institutions, retirement homes, libraries, civic 
groups, clidis, summer camps and inatitatlons with abut-ins for 
their nun < oami< It). non-theatrical exhibition.  The licenaoc 
did not authorise the exhibition in any and all other media 
including but not limited to theatrical, pay television, free 
television and/or public television until at least one year after 
the picture is first released on videocassette. 
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By Copyrlgiit AvaigoMiit d«t«d Hmr X,  IM7, r«owd«>l dttlv 7, 
l*t7 in Vol. 3273, pM* 4C4-S19, CMiaoa TlXm Oistzltaotioa, 
V.O.r., Caimaa —1—lag Coxpormtion, Camoii Bcr—n tat^rxMtim&at 
(BoLdings). Ltd., Cannon TosctaAlaskl Film Olstrlbutars, Inc., 
B4Mxspta«ra, Ltd.. Cannon Argonaut rilaa, ltd., Cannon BadgM' 
rUmm,  ttd., Canaan Banrick Tilmm,  Ltd., Canaon Broadwlelc Stt«et: 
rllaa, Ltd., Cannon Oraaaaxa, Ltd., cannon Slstra* ola«rlbatoca, 
Ubd., Canaan Xlstrwa Stodlea, Ltd.. Cannon rilaa, Ltd., oaaaoa 
TtiM Prodootiena, Ltd., cannon Pll« Salas, Ltd., Cannoa 
Individual Mctoras, Ltd., caaaoa Lien Zatacnational Fllas, XAd., 
caaaoD Raxtlow, Ltd., Canaan Path* iqainMnt, Ltd., Cannon Paaits 
Ooawtltaata, Ltd., cannon Tudor Prodoctlona, Led., canwnn Vala 
Pila Prodnotlons, Ltd., cannon Vldao, Ltd., Cannon Nazdoor Btnct 
rilaa, Canaon Cinaaa Elilia, S.X.L., Cannon Cinana, C.a.b.H., 
Cannon Ciaaaaa, Ltd., Cannon City, B.V., Carnvw Cl^ Prednktia 
Haatschapiil}, B.V., Cannon Iri^eoJC, Ltd., Cannon Mosic, Ltd., 
Canaoa Prodnctieas, Inc., Cannoa Prodnetions, S.R.L., Cannoa 
Prapareias, Inc., cannon Soreaa Entoztainaant, Inc., at al. 
9rant«d to Welntzanb Xatartainaaat (Rights), Ltd., 
Oiapvriaaeantralc Rongalo aolagglngen, B.V., which naaa vill b« 
ohaagad to Woiatvaiib Entartaiaaaat Croup, B.v. and Walatraob 
EDtartaiaaent Croup, Xno. all rights, titlac and intarcsta in all 
oopyrigbts in parpetuity throughout tba univarsa ia nuaarous 
pzepartias inoludlag tha abova aotlon picture, parsuanc to a bill 
of sala datad May 1, 19B7. 

By Asalgaaent datad May 1, lt«7. raoerdad July «, 19t7 in 
Vol. 3274, pages 171-233 cannon Prodnotlons, R.V., Cannon rila 
Distrlbtttora, V.O.r., Cannon Tnacfainskl Bohaar, B.V., Canaan 
Franca, 8.A., Cannon Claaaa Xtalia, S.R.L., Cannon Saloasing 
Corporation, Cannon Screaa Batertaioaant (Holdings), Ltd., Cannon 
TUBChalnaki Fila Distribution, B.V., Cannon City rila 
Distribution, cannon Distributors, Inc.. Baarspbere, Ltd., Cannon 
Argonaut rilas, Ltd., canaon Badgar Filas, Ltd., cannon Barvlok 
Filaa, Ltd., cannon Broadviofc Streat Filas, Ltd., cannon 
Dreaaaxa, Ltd., Cannon Slsia-aa Distributors, Ltd., cannon Elstraa 
Studios, Ltd., canaon Pllas, Ltd., cannoa Pila Prodnacioas, Ltd., 
Caaaon Flla Salas, Ltd., caaaoa ZndiTidnal Plctnras, Ltd., camoa 
Lion Zatamatioaal Filas, Ltd., Cannoa Maxtlow, Ltd., Cannon 
Patha BgnipwHit, Ltd., Cannon Panics Oonsultaacs, Ltd., at al. 
grantad to Naintraub Kntartainaaat (Rights). Ltd., 
Diapvriasoeatrala Rangelo Qalaggiagan, B.V., which naiM will ba 
(dumgad to Ralntraub gntarfclnamt Croup, B.v., and waiatraob 
Batartainwnt croup, inc. alV^ rights, titles aad interaau in all 
(Xipyrightc in pacpataity threagfaoat tha unl'r«rs« in nuaarous 
priyattiaa including tba abore; notion picture, pursuant to a bill 
of sale dated May 1, 19*7. 
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l»«7 IB Vol. M74, pMM 334-379. OBBan PK<aa!s*SiiTtlV     ^    ' 

omaa muom.  «.A., cannon dnMk lt«lU, S.U.is.,  Cwmoa     ' 

rilM Distrlbotioa. cannon Dlsta:lbat«ni. xno., Wmvubpmtm.  Ud 
cuaon AEOonanc rilM, 1*4., cumon Sadgor rUmm,  LtdT, CUBMM' 
»Mwlok »iljw. Ltd,, cannon Broadviek Ctr««t FIUM, l*d.r^mon 
OruBoxe, ltd.. Cannon Ustna oUtxibotorm,  Ltd., canoon siaizM 
StMdloa, Ltd., cannon Filna, Ltd., cannon film ProdaotioMi. Ltd.. 
CBBBOB Flla Saloa, Ltd., cannon Individual Pictnxos, Ltd., Cwnan 
Uon Zntnmtieaal FilM, Ltd., cannon Koxtloir, Ltd., cani<«^^ 
PathA Equlfwont, Ltd.. Cannon Fonlta Conmltanta, Ltd., ot kl 
aaoi^aMl to Loop Sozvioo Ltd., cannon Aoatcmlia. B.v. and Mlnter 
Seraon BntorcalnMat, Zne. all ro^aotl-vo riobts, titles and 
intozwt la au oepyrights aov ounod or aoqulrad by any e£ th«a, 
inelnding tblo notion plotmra, tor tha original and ranoml tM«s 
or oopyrlgbt^, throngtacmt tbo tmlTaroo, m* aero partlealaxly o^ 
Cocth and aobjeot to ttaa tacno of a Library Agreaaont at  ovon 
data botwaan tlia partiaa. 

By HaaorandUB of Bxclosiva Lleansa datod Jtprll •, l$*t, 
raeordod Aagost 7, 19«» in Vol. 24«l, pages 99C-404. Waiotranb 
BBtertaiiaaant Gcoop Zne. and Untorscroon Cntortainaant Zae. 
licoasod tol«Hi Vidao Inc. tbe oxeltasivo rights to aanofaotora 
and to distribttto <ar aal« and/or rental tb* Eagllab, rroneb and 
Spanish languaga varaiona o£ iwaecotts notion piecnros Including 
this one by all aaana o£ eoosiaar Yidoo deviooa throoghoitt tha 
onltod stataa and Canada and tboir roapoetive tarriterias, 
posaosaieoa, eoanommaltbs and tarastaaships as wall as thair 
military and civilian installations for a coxa oaancncixtg on 
April 1, 19«a and anting on the earlier of the data of a) four 
years tbareafter or b) the expiration of the distribution period 
specified in schedole A of the Xloense agreeasnt vith reapeot to 
speelfle notion pictures, la this case Haroh 31, If90, sobjaet to 
th* teraa and eonditieas of the license agracnent dated aa of 
•arch 31, 19«a between the parties.    By instxuaent dated April 
A, &«•«, reoorded August 7, 19S9 In Vol. 3491, peges 396-404, 
nelntraub tntertainaent Croop, Inc. and Winter Soreen 
Bntertaianent Zno. assigned to HBO Video Inc. the exclusive right 
to distribute for sale or rental the English. French and Spanish* 
language versions of this notion picture and 327 otbers bv all 
•sans of coaauiwr video devices for a tan oeaaeneing April 1, 
19ta and ending on the earlier of the date (a) four years 
theroafter or (b) esplratlontof the distribution rights 
(described as foU tern—notlSiBBtber identified) in the onlted 
States and Canada and their respective possessions and 
territories, subject to the tents of a license agreeaent between 
th« parties dated AprU 31. 1988\ 
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i«*«««t in cooMetion with thic Mtion pietw,  thm^rMT^Jf 

2t:SS.SSn1S^•n^^'^• -^t^*^ 'i*t. «ss ^' "-"^ 
By s)tf>r« rora Xmmiqammit. dated JanMTT 9> U«o, rMorded 

aaaoarr X6. IWO in vol. 2514, pt^qM  «l-43, «M«»1» f"* 
CorponttlM, IMKlal* Roldiao*, lAd., Bwidaie ni» 8U.M 
Corporation and Baadala ooaaanieatlons. Inc. gxaatad all o£ its 
ri^, tliaa and interMt in and to th« Motion pictura 
nnxMOOK, laoloding all litarary •atarial wrltt«i in connactios 
with all >«ia«la, raaakaa. pra<io*l«, «pin-o«a.      ^ ..v 
f ilB/taleriaion/Tidao program and/ar aeriaa ralating to tha 
mibliabad aotion pletnra, and witli a propoaad notion pietura 
tontattvaly antitlad xaXXmtMm. a, in parpatuity and wlthoot 
liaitation, to Catoloo Xntatnational, K.V., aobjact to tha tezw 
and conditions of tha AaalgnMnt Agrwaaont ba«we«n tha partias 
dated aa of January 3, 1990. 

By Copyright Assignaont datad July 1«, 1991, recotdad 
ootobar 1, 1991, in Vol. 3S99, pagaa 49-107,Mesotron, inc., 
tsiills' Haad KUaic, IncLoriUcan^s Vidae I,Uirary, ZocVrlia 
Salas Xntomational, Inc.,!*!^ Rldga Psodootiens, Inc., 
;jEt(taraco«ss Pila Oiatribution, Zae., Btlgbtning Music, Inc., 
^|,l;9htniag Pictoras, Inc., Ifaditg Kidga Devalopaaat corporation, 
l»iV.».X.  Holdings, Inc., PMIilao store, lno.,<VcB, Znc.,/vaatron - 
Olstiribation, Inc., gtaatron entartainaent, Zne., ;fca«t»m Muaie, 
Inc., (Mtftran Mualo Tidao, Inc., ATAtron Picturas, inc., <Vestron 
PrxMotiona, Inc., VaStrm Xacorda, Inc., ItaMtron Talovision, 
Inc., V«stran Vidao, lac., KHPi  Inc., VPZ, Inc. and P-:^ 
Naaagaaant, Inc., pursnant to an Aaaat Purchaaa Agraeaent dated 
as oC Octobar 30, 1990, aa aaanded, botwaan Vastron Inc., on tha 
ona hand, andl-v£atron Acgoiaitiea Corporation, a third tier 
wtMlly-owned sobaidiary oti'tXVB Entartiinaant Inc., on tta« other 
haad, sold, gratad, convayad and aasignad to Vaatron Acquisition 
Corporation, for tha onltad Btatas and Canada and their 
territories and poaaasaions, and totl£X'-XVB Eatartainaant H.V., 
d/b/a UVB Bntartaiiaanc Intamational, for all countrlas and 
taxTitoriaa outside the U.S. and Canada and tbair tarritories and 
possasaions, all et thair right, title and intarast in and to all 
eopyrights, including, vithoat liaitation, original, roneMal. 
extended and reversionary tatas of copyrights, in parpatttlty and 
throoghoat tha universe in and to the rila Rigfata and FUB Aaaatis 
(aa defined in the above rafioanced Agreeaent), including, but 
net liaited to, tha rlla Sights and rila Assets in all properties 
listed in an attadiad Schedule A, vhicfa included this work and 
noaarous others, subjaet to tha taraa and conditions of the above 
rsCareaoed Agreeaent. 



Copyrigm n«pon • TERMauToii 2 

M. -'^ tn-procM. records of tha copyrl^tat otticm IUSOIOM that 
tlM following docQMnts have beMi r«c«irttd, liut ar« not as vet 
availablo in the public racenU: ' 

DoeoMnt xfMirt txtm RoMnCald, ltay«r t  Suaaan oo Auguat « 
i3»2  ia oonnaetian vith mwaatoa at jmaanaR oktt 

Ooeammttt racaired Croa Peimia c EdaoDiis en Octobar 2a, 19»2 in 
eoanacstioD vith CEnacnxaii zz. 

Mo torthar dooaxaant affecting any right, title or interest 
in tba aotion pictora entitled «WBfTWlTOt i  ia found of record in 
the ooftyright oftioe. 

the records diacloaa the following deeoaanta recorded in 
conncctioa with the Motion pietara entitled TBB TSXlcmseki 

By inatnaent dated Ja«aa)7 ><« itas, recorded Hay 3, 19B4 
in Ve}^ 19t3, pagea la9-391,HMdale Laiaore Corporation asaigned 
tom&aa Box office inc. the exoluaivc right to exhibit and 
distribute the aotion picture entitled TBB TSSitmxtNi by all 
aeans of television other than standard broadcast telaviaion, 
thronghottt Canada and the Daitad States, including its 
territories, oosHOowaalths and possaaaions, for two separata 
periods, tba first for a torn of at least 18 aonths coaaeacing on 
the first anniversary of the theatrical release of the fila in 
the Onited States, and ending either five years after such 
coaaaaceatent or ninety days prior to the eoaaenceaent of either 
ASC, CBS or use eidiibiting the fila; and tor a second period of 
twelve aonths eoaaaacing either 90 days after the end of the 
network licanae period or 120 daya after BBO's raealpt of notice 
of the last peraittad exhibition daring the networlc license 
period. Also granted was the axeluslva right to distribute the 
flla by pay^TV throughout the English-speaking world, other than 
Canada and the onltsd States, on a eountry-by-country basis, for 
epproxiaately the saaa period of tiae, subject to the teras of a 
License Agreeasnt between the parties datad as of oeoaatoe^ 10, 

By Videograa Agreeaant dated April !•» Itst^reeorded 
Rorsaber 32, l»as, in Vol^UO, pages 38«-408,i/rnideau CuaaOngs 
Prodootiens assigned toWldMark the exclusive right to 
nanufacture and distribute video davicas <tapes, caaaetta, disc, 
card and other devices whether now known or hereinafter invented. 
Including videotapea. vldeoeaaaattea and videodiscs) for a period 
of five yesrs througtaour the United Statea, it» torrltoriea and 
possasaions, and the Doainion of Canada, subject to the teras of 
an Agreeaent bet:ween the parclas dated as of April K, I»aS. 
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Updated Copyrlgm Report - TERMINATOR 2 

T>>«r* is e< record an Assignaent of Copyrights datad as of 
Oetob«r 1,   l**t and Dcccubcr 19, l»»a, raoordsd February 16> 1993 
in Vol. J7«8, pages 27-2«, betwaan Carolco Pictures, Inc. and 
Sbowtlae Hetworks. This doctiaant has not vet been filled and is 
therefore not as yet available in the public records. 

Ttie follovlng doouBsnts are stiXX in-process and are not yet 
available in the public records in connection with the KotioB 
picture entitled TERHZMXTOR 2i 

Doeuaent received froa Rosenfeld, Meyer C Susaan on August C, 
1993. 

Doeuaent received fron Pennie t Edaonda on October 21, 1992. 

Mo further document affectinq any right, title or interest 
ia the action picture entitled 9E»USAXOH 2 or its underlying 
work is found of record in the copyright office. 

The following additional docuaents are of record in the 
Copyright Office in connection vith the action picture entitled 
mtMIMATOR: 

By Short Fora Purchase Agracaent dated as of Oeceaber 31, 
l»St and rebruary 30, 1992, recorded March 4, 1992 in Vol. 274fi, 
pages 450-46O, Baadale Holdings, Ltd.. Readala rlla Corporation, 
Headale Fila Salea Corpcratlon and Readala Coaaunications, Inc. 
jointly and Esverally sold toipifedit Lyonnals Bank Hedarland, 
N.T. absolutely and without llaitation under copyright and 
otherwise (1) all advances and aaounts payable to the Seller 
after January 1, 1990 in connection with several action pictures. 
Including this one, and (B) all of their rights under that 
certain Agreeaent dated aiikOf October 19, 1998 between the 
Sellers and Orbis ComBunications, Inc. to proceed against Orbis 
CoaBunicatlons, inc. in reap^t of any non-payacnt of any such 
advance or aaount due thereunder. This Purchase Agreeaent is 
executed in accordance with and is subject to the tacas and 
conditions of that certain Factoring Agreeaent, dated as of 
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Updated Copyright Report - TERMINATX3R a 

0»e*mbwc  31, jji»9  aaong Credit Lyonnais Bank Haderiand aad the 
Cellar. 

On Deeeabar IB, 1993, this office •abmittad the folloving 
docuaent £or recordatlon, which bac not ac yet been asaignad a 
TOloM and page nualMrt 

By Mortgagors' Oaelaration of Vaaa change dated as of 
Deceabex 4, i»*2, Heatdale CoaBonlcationa, Inc., Readale Releaaing 
Corp., Haadaie rila Production* Corp., Beadale Motion Picturaa, 
Inc., Reidala Media, Inc., Xaadala Productions Coapanv Corp, 
Beadale Bnterprisca, Inc., Beadale Video, Inc., Beadale Film 
Sales corporation, Beadale (UX) Ltd. and Headal* rila 
Distribution PLC declared that it is th« intention of each 
Beadale Coapany that the seoority interests of Credit Lyonnais 
Bank Medcrland, N.V. in several aotion pictores, ineltidiag thla 
one, shall raaaia In fall force and effect notwithstanding the 
fact that each Beadale Coapany has changed its naae, and each 
Beadale Coapany thereby ratifies and reaffinu each existing 
•ortgage to which it is a party. The Declaration includes a 
sdiedule of the existing aortgages and tho aotion picture* 
affected by this declaration and a Hat of the following naae 
changest 

Current Kase 

K^ Coaaunications, Inc. 
MSB Releasing corx>oration 
MSB Flla Productions Corp. 
MSB Motion Plcttires, Zno. 
NS8 Media, inc. 
MSB Production Co. Corp. 
MSB En<M!rprises,   Inc. 
MSB Video,   Inc. 
HSB Fila Sales Corp. 
Fortal (UK) Liaitad 

Beadale Coaaunications, Inc. 
Baadala Releasing Corporation 
Beadale Plla Productions Corp. 
Beadale Motion Pictures, Inc. 
Beadale Media, inc. 
Beadale Production Co. Corp. 
Beadale Interprlses, Inc. 
Beadale video. Inc. 
Headale Flla Sales Corp. 
Beadale (DK) Llaited 

The following docuaents are still in-process and are not yet 
available in the public records in connection with the action 
picture entitled TEBNIHATORI 

Docuaent received froa LIVE Boae Video, Inc. on August 14, 1993 

Docuaent received froa tVfZ Boae Video, Inc. on August 2B, 1992 

Docuaaat received froa CafUloo Pictures, Inc. on October 6, 1992. 



AFMA, 
Los Angeles, CA. April 20. 1999. 

Ms. DEBBIE LAMAN, 
Subcommittee on Courts and Intellectual Property, 
Committee on the Judiciary, 
House of Representatives, Washington, DC. 

RE: SECURITY INTEREST IN CopyRiGHTS FINANCING PRESERVATION ACT 

DEAR DEBBIE: Thank you for contacting AFMA concerning our views on the Secu- 
rity Interest in Copyrights Financing Preservation Act (SICFPA). As Lorin Brennan 
and I noted in our telephone conversation, the SICFPA approach will create more 
problems than it will resolve. 

I am enclosing for your information a memorandum, concept paper and draft leg- 
islation prepared by Lorin Brennan and Ronald Mann, a law professor at the Uni- 
versity of Michigan. This material sets forth a different approach, which we believe 
will address many concerns which gave rise to the SICFPA, but will do so in a man- 
ner that does not cause problems for copyright holders. 

After you have reviewed this material, you may wish to contact Lorin, who is a 
consultant with AFMA, directly with any questions. 

Thanks again for contacting us concerning this important issue. 
Sincerely, 

ALLEN R. FRISCHKORN, JR., President. 
end 

PROPOSED COPYRIGHT HUNG MODERNIZATION ACT 

AMENDMENTS ARE TO TITLE 17, SECTIONS 101 ET. SEQ. 

9101. Definitions 

A "transfer of copyright ownership" is an assignment, mortgage, exclusive license, 
grant of a security interest, or other conveyance, alienation or hjrpothecation of a 
copyright or any of the exclusive rights comprised in a copyright, currently existing 
or to be created, whether or not it is limited in time or place of effect, but not includ- 
ing a nonexclusive license. 
§ 205. Recordation of Transfers and Other Dociunents 

(a) Conditions for Recordation.—Any transfer of copyright ownership or other 
document pertaining to a copyright or the interest of a person in a copyright may 
be recorded in the Copyright Office if the document filea for recordation bears the 
actual signature of the person who executed it, or if it is accompanied by a sworn 
or ofRcial certification that it is a true copy of the original, signed document. 

(b) Certificate of Recordation.—The Register of Copyrights shall, upon receipt 
of a document as provided in subsection (a) and of the tee provided by section 708, 
record the document and return it with a certificate of recordation. 

(c) Recordation as Constructive Notice: Recordation of a document in the 
Copyright Office gives all persons constructive notice of the facts stated in the re- 
corded document, but only if either— 

(1) Work Identification: 
(A) The document, or material attached to it, specifically identifies the 

work to which it pertains so that, after the document is indexed by the Reg- 
ister of Copyrights, it would be revealed by a reasonable search under the 
title or registration number of the work, and 

(B) The work has been registered on or before the date when the docu- 
ment is recorded; 

or 
(2) Person Identification: 

(A) The document, or material attached to it, specifically identifies the per- 
son to which it pertains so that, after the document is indexed by the Reg- 
ister of Copyrights, it would be revealed by a reasonable search under the 
name or identifying information of the person; and 

(B) A person identification has been filed on or before the date when the 
document is recorded with respect to the person; and 

(C) Any work to which such document relates is registered no later than 
five years after the date when the document is recorded. 

(d) Priority Between Conflicting Transfers.—As between two conflicting 
transfers, the one executed first prevails if it is recorded, in the either manner re- 
quired to give constructive notice under subsection (c), within one iBenth after its 
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United Stotoo, oj- at any time before recordation in such manner of the later trans- 
fer. Otherwise, the later transfer prevails if recorded first in such manner, and if 
taken in good faith, for valuable consideration or on the basis of a binding promise 
to pay royalties, and without notice of the earlier transfer. 

(e) Priority between Conflicting Transfer of Ownership and Nonexclusive 
License.—A nonexclusive license, whether recorded or not, is effective against and 
prevails over a conflicting transfer of copyright ownership if the license is evidenced 
by a written instrument signed by the owner of the rights licensed or such owner's 
duly authorized agent, and if 

(1) the license was taken before execution of the transfer; or 
(2) the license was taken in good faith before recordation of the transfer and 

without notice of it. 
(P Transfer of Royalties Only. —As between two conflicting transfers of a right 

to receive royalties (or other purely monetary interests including license fees) only 
with respect to a copyrighted work without any right or privilege to exercise any of 
the rights in such work granted under this title, priority of the transfers is deter- 
mined by applicable law other than this title. 
§301. Preemption With Respect to Other Laws. 

[Add new (g)] 
(g) The determination and effect of constructive notice and of the priority of trans- 

fers and licenses with respect to copyrighted works are governed exclusively by this 
title. 
§409A. Application for Person Identifieation 

(a) Enabling. —Any person who has or expects to have an interest in a copyright- 
able work may file an original or amended application for person identification with 
the Copyright Office in accordance with this section. 

(b) Application: The application for person identification shall be made on a form 
prescribed by the Register of Copyrights and shall include— 

(1) The current name of the person, and such other information as the Register 
of Copyrights may prescribe to identify the person; 

(2) The current address of the person, and such other information as the Reg- 
ister of Copyrights may prescribe to locate the person; 

(3) If the person has previously filed a person identification, the name or filing 
number for a prior registration, and such other information as the Register of 
Copyrights may prescribe to locate the prior filing by a reasonable search; and 

(4) Any other information regarded by the Register of Copyrights as bearing 
on the identification of the person. 

(c) Filing. — Upon receipt of an application for a person identification that meets 
the requirements of section (b), and upon payment of the fee specified in section 708, 
the Copyright Office shall file such application in the public records maintained for 
such purpose in the Copyright Office, and, if requested, issue a certificate of such fil- 
ing. 

(d) Index. — The Register of Copyrights shall maintain an index of the registra- 
tions, filings and recordings duly made under this title so that a reasonable search 
of the records of the Copyright Office would disclose: 

(1) For a registered work, all registrations for the work, all documents re- 
corded which reference such work and each person identified as a transferor or 
transferee in such a document; and 

(2) For a person identified in a filed person identification, all registered works 
in which such person is identified as an author or copyright owner, and all re- 
corded documents in which such person is identified as a transferor, transferee 
or other similar capacity maintained in the records of the Copyright Office. 

(e) Reports. —The Copyright Office upon request made in conformity with the pro- 
cedures established by the Register of Copyrights and payment of the fee specified in 
section 708 shall issue a report fi>r a work or a person showing the results of a rea- 
sonable search of the records of the Copyright Office as indexed in conformity with 
section 409A(d). A report issued under this section shall be prima facie evidence of 
the accuracy of its contents. 
§ 708. Coinrright OfRce Fees. 

(a) The following fees shall be paid to the Register of Copjrrights: 
[(I)-(IO) Same. Add the following:] 

(11) on filing each application under Section 409A for person identification, 
including the issuance of certificate of filing if filing is made, $20 [or the same 
as prescribed under section 708(a)(1)]; 

62-500    D-00-4 
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(12) on the filing of any amendment of a person identification, including the 
issuance of certificate of filing if filing is made, $20; 

(13) on issuance of a report under Section 409A{e), $20 for the first name or 
title, and for additional names or titles, $10 for each group of not more than 
10 names or titles [but not more than $500 in total]. 

§711. Copyright Office Authority. 
(a) Sample Forma: The Register of Copyright may establish procedures for using 

and filing sample forms for recording documents regarding transfers of copyright, se- 
curity interests in copyrights, changes in a person's name or location, ana other mat- 
ters consistent this title. The Register of Copyright may allow reduced fees or expe- 
dited procedures for use of such forms. 

(b) Electronic Authentication: The Register of Copyright may establish proce- 
dures for using and filing any document required or allowed under this title in elec- 
tronic form with appropriate means to authenticate the genuineness of any such elec- 
tronic document including by a digital signature. Any document filed in accordance 
with such procedures will have the same effect under this title as if filed in non-elec- 
tronic form. The Register of Copyright may allow reduced fees or expedited proce- 
dures for use of electronic documents. 

MEMOHANDUM—JUNE 22, 1999 

To:        Interested Parties 
FK Lorin Brennsui, Gray Matter LLC 

Ronald Mann, Prof, of Law, Michigan Univ. School of Law 
Re: Copyright Office Filing System 

Enclosed are two papers describing our proposed changes to the Copyright Office 
filing system to facilitate modem development and financing transactions. The first 
is a Concept Paper describing in principle the changes we believe are needed. The 
second is draft legislation to implement the proposed changes. 

We are sympathetic to the concerns motivating the proposed Security Interests in 
Copyrights Financing Preservation Act (SICFPA) by its ABA sponsors. However, we 
believe the approach is simply unworkable. Crucially, the SICFPA fails to adopt to 
the relational database approach to information management that is the mainstay 
of all modem data management systems. As such, it can not take advantage of the 
efficiency gains available fi-om an electronic, online environment. Also, by institu- 
tionalizing a two-filing system—at both the state and federal levels—it introduces 
needless complexity and doubt into the simplest transactions. 

Our proposal instead authorizes the Copyright Office to create a relational data- 
base at the federal level for copyrighted works. It would require the Copyright Office 
to maintain two filing indexes: one for copyrighted works (the current system); and 
a new system for interested parties (a "person index"). These indexes will be linked 
by computer in a relational database. Think of this as an "electronic Rolodex" that 
can be searched either by work or by person. The current state law system for track- 
ing security interests in personal property is indexed by the debtor ("person"), so 
our proposed system actually combines both methods in one , unified federal system. 

We suggest that a relational system—and only a relational system—can resolve 
the concerns motivating the SICFPA. Indeed, our proposal solves problems the 
SICFPA can not even address: 

Floating Liens: Lenders want to file "floating liens" that attach to all the copy- 
righted works of a debtor without the necessity of fiUng for each work. Under our 
proposal, a lender could file a financing document with regard to a "person," e.;. 
all works now owned or acquired by Debtor Co." If Debtor Co. has duly filed a Per- 

son Identification Statement in the Copyright Office, this financing document would 
be recorded in the "person index" against Debtor Co. As Debtor Co. becomes the reg- 
istered author/copyright owner or transferee of interests in a copyrighted work, 
these interests would be related to Debtor Co.'s person index filing by the comput- 
er's relational database, and in turn related to the financing document. The SICFPA 
proposes that all the security interest filings be maintained in 50 separate state in- 
dexes, so there could never be a relational link, and no way to insure consistency 
of the filings between the states and the Copjrright Office (i.e. no "data integrity"). 

Identity Changes: In addition to lenders, many copyright owners would also like 
a single filing to relate to all their works. Typical examples are corporate acquisi- 
tions or name changes. The SICFPA does nothing for this situation, but our pro- 
posal does. 
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After-Acquired Property: Lenders also want their liens to attach to after-acquired 

property. Under our proposal, a person identification statement can be filed for in- 
terests in copyrighted works that a person has or expects to have. As in the previous 
example, new works would be related to a filing as they are registered. We have 
proposed a five year period in which registration should occur for such attachment, 
similar to the renewal period for hens under state law. 

Output Deals: Transferees other than lenders would also like to file for works to 
be created in the future, e.^. "the next three productions of Producer Co." A particu- 
lar example is filing by a distributor agfdnst a motion picture or software program 
while still in production. Note that the SICFPA also does not address this situation 
for anyone but lenders, but our proposal solves the problem for transferees and 
lenders alike. 

Simplified Searching: Under the SICFPA proposal, a person desiring to loan 
against a copyright must conduct two seeirches: one for prior transfers of the work, 
and another for persons who may have prior security interests. Since many copy- 
right transfers do not identify the location of prior parties in the chain of title, relat- 
ing transferees with the secured parties can require searching dozens of entities in 
all fifty states—an extraordinary burden. The UCC-1 financing statements often do 
not identify what copyrights are encumbered, so a search may not even disclose all 
creditors. Our proposal allows a single, unified, effective search in the Copyright Of- 
fice. 

Simplified Filing: Even the proponents of the SICFPA admit that it will still re- 
quire a lender to file in two places—the Copyright Office and the state. Our proposal 
requires only one filing for copyright interests—the Copyright Office. Where the 
loan secures collateral other than copyrights, of course two filings will be required, 
but in that case our proposal is no more burdensome than the SICFPA and far more 
beneficial. 

No Circular Liens: The SICFPA has a serious problem: what happens if the se- 
cured creditor forecloses? Which law determines the priority of the purchaser at a 
foreclosure sale as against a prior transferee who recorded in the Cop3rright Office? 
The SICFPA does not—smd cannot—reconcile this conflict. Our proposal does. 

Consistency With Current Law & Practice: The SICFPA reqmres a radical change 
in current law emd practice. It would impose serious adverse consequences on "up- 
stream" lenders who finance the creation of copyrighted works in preference to the 
interests of "down-stream" lenders who loan against the assets of remote licensees. 
We believe this policy choice is both unwarranted and unnecessary. Our proposal 
enables new filing methods while still continuing current ones. Since, like current 
copyright law, it only deals with filing and priority, existing state law rules for cre- 
ating, attaching and foreclosing floating liens and after-acquired property will re- 
main in place. We merely enable the federal system to accommodate them in par- 
allel with the state system. We do not tear down and start over; we add on and 
enhance. 

Further questions on this proposal ctm be addressed to: Lorin Brennan or Prof 
Ronald Mann. 

CONCEPT PAPER—REFORMING THE COPYRIGHT HLING SYSTEM 

• Technological Upgrading—The system should be upgraded to tise a relational 
database of the kind that commercial enterprises routinely use for their data. 

— The existing system, while appropriate for an earlier age, has now become 
cumbersome, slow, and expensive, hindering financing and development. 

— A relational database will save money by (a) lowering the costs of filing and 
searching; (b) eliminating the delay between filing with the office and rec- 
ordation; and (c) increasing the information available to searchers, scholars, 
and the filing office. 

— The staff in the Copyright OflBce has the technological sophistication to im- 
plement such a system if only given the necessary statutory authority and 
fiscal support. 

• Legal Changes—The system should be updated to include the kinds of rules sthat 
facilitate the ability of developers to obtain financing for their projects. 

— Filing Rules 
• A single filing, with a single fee, should be permitted for all assets of a 

specified party. If a lender wants a lien in all of the works of Lydgate, 
one filing should be adequate to perfect against all of them. 

• Filings should be permitted against after-created assets. If a lender wants 
a lien on a work that Lydgate is developing, it should be able to file before 
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the work has been created and remain protected throughout the process of 
development. 

• To accomplish this, the Copyright Act should allow filings with construc- 
tive notice effect against interested parties ("author/person index") as 
well as against a work. The person and work files can then be related 
through a relational database. This is a common approach in industry. 
For example, telephone contact databases ("electronic Rolodexs") Eire done 
this way. 

• The records should permit online, electronic filings, searches, and pay- 
ment. The system also should provide filers and searches contempora- 
neous verification against existing records to limit typographical errors, 
as well as substantially immediate confirmation of filings and priority. 

Priority Rules—The Copyright Act must clearly define the boundaries of fed- 
eral preemption of the state filing systems. 
• A federal filing should be required and sufficient for any transaction in 

which a lender attempts to acquire a security interest in a right to exer- 
cise any of the exclusive rights protected by the Copjright Act. That 
should be true whether the right is granted by the owner of the copyright 
or by some party acting under an exclusive license from the copyright 
owner. 

• A federal filing should not be required for a transaction involving trans- 
fers or security interests in purely monetary interests, even if they derive 
from the copyrighted material. In other words, the priority of a transfer 
of a right to receive royalties ("accounts") only, independent of any of the 
exclusive rights in the copyrighted work itself, should be governed by 
non-federal law. A transfer of rights and royalties, however, should be 
covered by a federal filing. 

• The 30-day and 60-day grace periods in Copyright Act Section 205(d) 
should be eliminated. That is a vestige of a time when filing paper docu- 
ments required significant administrative time and effort. An electronic 
filing system should provide for substantially contemporaneous filing. 

• The Copyright Act also should validate the right of the nonexclusive li- 
censee to grant to the lender the right to terminate the right of the li- 
censee to use its software. It is not clear that state law has the power 
to validate that transaction. 

MEMORANDUM—JUNE 20, 1999 

To: Joint Task Force of Security Interests in Intellectual Property 
Ad Hoc Committee on Security Interests (Business Law Section) Com- 
mittee 457 (IP Section) 

Fr: Lorin Brennan 
Re: Proposed Federal Intellectual Property Security Act 

EXECUTIVE SUMMARY 

This Memo comes in response to the fax of November 19, 1998 containing the Re- 
vised Draft of the Proposed Federal Intellectual Property Security Act. In essence, 
the Revised Draft continues to propose a mixed system in which federal law deter- 
mines priority for the intellectual property rights, but state law determines priority 
with respect to royalties ("proceeds"). 

I led the coalition of banks, copyright owners and labor organizations that opposed 
this proposal when it was suggested to Congress several years ago. I also voted 
against the proposal in Committee 457 last year. My opinion has not changed. 

My objection to a "mixed system" is not Uiat it is difficult to make such a system 
work; it can not work. A "mixed system" is based on a flawed data design. It will 
invariably lead to data anomalies, including circular liens and searching conflicts. 
A correct approach requires implementing a relational data mod^l in a unified fed- 
eral system with constructive notice from both the author ("entity") index and work 
("object") index. 

The following Memo describes these issues in detail. 
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ANALYSIS 

A. Why a Mixed System Will Fail 
Section CbX2) of the Proposed Federal Intellectual Property Security Act contains 

the basic "mixed system" approach regarding what it calls "Federal IP Rights," e^., 
copyrights, trademarks and patents. 

Under subsection (A), ". . . the priority of a security interest in Federal IP Rights 
or the proceeds thereof relative to all competing rights, claims and interests therein 
and licenses thereoF is determined by "non-federal law governing security interests 
in personal property," presumably .Article 9 of the Umform Commercial Code, as 
currently existing or as revised. 

As an exception, under subsection (B), a security interest in a Federal IP is "inef- 
fective against the buyer • of the Federal IP Right who properly recorded the docu- 
ment transferring ownership of the Federal IP Right to such buyer . . . before a 
federal financing statement . . . was filed." In other words, prior filing of a federal 
financing statement is effective against a subsequent transferee with regard to the 
ridits but not the proceeds. 

Let us see how this would work in practice. 

1. First Problem: Circular Liens 
Assume Copyright Owner grants a security interest to Lender A in a work and 

its proceeds. Lender A duly records a federal financing statement in the Copyri^t 
Office, but no where else. Seeing this. Copyright Owner grants a second security in- 
terest in the same work and its proceeds to Lender B, who only records in the state 
offices. Lender A forecloses and transfers its entire interest to BFPl, a bona fide 
purchaser without actual notice of Lender B's state recording. We can graphically 
illustrate this example as follows: 

Reconb federally Records 'm 

Now, what are the rights of BFPl vis-a-vis Lender B? In particular, is BFPl re- 
quired to pay any royalties ("proceeds") to Lender B? Asked another way, if BFPl 
refuses to pay royalties to Lender B, what remedies does Lender B have? There are 
two possible resmts. 

Case 1: BFPl takes free and clear of the obligation to pay royalties to Lender B. 
That means when BFPl exploits the work and earns income, for example by selling 
copies or making further sublicenses, BFPl does not owe any payments to Lender 
B. The argument in favor of this approach is that BFPl now nas legal ownership 
of the work, and one of the basic incidents of legal ownership is the right to turn 
it to account. If this is the result, then Lender B did not gain much by making a 
state recording for the proceeds only. If a transfer to a bona fide purchaser who does 
not have actual knowledge of the state recording cuts off the right to proceeds, then 
Lender B would be well advised to record federally as to the rights as well. 

Case 2: BFPl takes subject to the obligation to pay royalties to Lender B. In other 
words, BFPl still gets the rights, but now must pay a portion of any income to 
Lender B to pay off the debt. The theory here is that BFPl has constructive knowl- 
edge of the state recording by Lender B.^ But if that is the case, then BFPl will 

' There is no concept of a "buyer" as such in current federal law. The Proposed Federal Intel- 
lectual Property Security Act essentially defines a "buyer" as any transferee of IP rights. Under 
current law, assignments and exclusive licenses are assignable, while non-exclusive licenses are 
not. Moreover, there is no federal recording system for non-exclusive copyright licenses. As a 
result, it may be appropriate to treat non-exclusive licenses differently. 

' We discuss why this assumption of constructive knowledge is not always reasonable in the 
next section. 



98 

certainly discount its bid in the foreclosure sale based on the obligation to Lender 
B. That means that if Lender A wants to ensure it gets full value upon a fore- 
closure, it had better record in the state as well. 

We have discussed the example in terms of a bona fide purchaser (technically, a 
bona fide transferee) at a foreclosure sale, but the same reasoning applies to a bona 
fide transferee from Copyright Owner as well. 

Three observations come ftt)m this example. First, the cases are not reconcilable. 
You get one or the other, but not both. Second, the Imposed Federal Intellectual 
Property Security Act does not tell us which result is correct.^ In other words, we 
will have more litigation over which system prevails in case of conflict. Third, the 
only secure approach for either Lender is to record in both places, federal and state. 
Whether such a dual filing system does anything more than create a trap for the 
unwary will be discussed below. 

2. Second Problem: Incompatible Obligations 
Assume the same example as in the previous case, only this time Lender B fore- 

closes first and transfers its entire interest to BFP2, a bona fide purchaser without 
actual notice of Lender A's federal recording. We can graphically illustrate this ex- 
ample as follows: 

Recocds federally Records in State 

Lender A 
(Rights) 

LenderB 
(Proceeds) 

BFP2 

Now, what are the rights of BFP2 vis-a-vis Lender A? In particular, is Lender A 
required to direct any payments it receives ftxim Copyright Owner to BFP2? Asked 
another way, if Lender A refuses to do so, what remedies does BFP2 have? Again, 
there are two possible cases. 

Case 1: Lender A is required to direct payments to BFP2. In this case, the pay- 
ments would have been royalties and other income earned by Copyright Owner from 
exploiting the work, which could have been paid to Lender A either directly by 
Copjright Owner's licensees or through Copyright Owner. The theory is that BFP2 
by the foreclosure now "owns" such royalties. If this is the restilt, then Lender A 
did not get what it thought it was getting by making a federal recording for the 
rights only. If Lender B's transfer to a bona fide purchaser who does not have actual 
knowledge of the federal recording cuts off the right to proceeds, then Lender A 
would be well advised to record in the state as to the proceeds as well. 

Case 2: Lender A is not required to direct payments to BFP2. The theoiy here is 
that the royalties come from exploitation of the work by Copyright Owner. If Lender 
A is deprived of the royalties, then it can foreclose for non-payment and take the 
work, in effect putting us back in the first situation discussed above. Again we are 
faced with the question; if Lender A (rights branch) refrises to pay royalties, then 
what remedy does BFP2 (proceeds branch) really have? BFP2 cannot foreclose on 
the income-earning asset (the rights), because it does not own them. In such a case, 
BFP2 will also certainly discount its bid in the foreclosure sale based on the obliga- 
tion to Lender A, meaning that if Lender B wants to ensure it gets full vsilue upon 
a foreclosure, it had better record federally as well. 

As in the first situation, the Proposed Federal Intellectual Property Security Act 
does not indicate which case prevails, so the cautious lender would faie well advised 
to record in both the federal and state registers. Once again, the same reasoning 
appUes if Lender A is a licensee. 

As these examples illustrate, a dual filing system that splits works from royalties 
is tinstable. Invariably one system must swallow the other. 

^ The same arguments as were made in Peregrine and AEG would argue for the first approach, 
meaning that the proposed legislation accomplishes little, if anything. 
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3. Third Problem: Searching 
As the previous examples illustrate, the only rational approach for a secured cred- 

itor under the Proposed Federal Intellectual Property Security Act is to file in both 
the state and federal registers. This actually makes matters worse. 

The sirie qua non for fihng is to perfect the security interest and thus obtain prior- 
ity over other creditors, especisJly a trustee in bankruptcy. Under current law, one 
fihng in one forum, such as filing in the Copyright Office, is sufficient. Requiring 
two filing now creates a trap for unwary creditors, who may find themselves 
unperfected as to a critical aspect of their security. Rights and royalties go hand 
in hand; to separate them for filing purposes invites potential disaster. 

Separation also creates a considerable problem when it comes to searching. A se- 
cured creditor wants to locate all prior seciirity interests in the collateral. Under 
current law, that requires, at least for copyrights, one search in the Copyright Office 
with regard to the work. The Proposed Federal Intellectual Property Security Act 
would now require two searches, one at the federal level for the rights, and another 
at the state level for proceeds. Such a search becomes enormously difficult for many 
copyrighted works, often requiring searches of numerous potential debtors whose 
domiciles are unknown. 

To understand why this is so, we need to look at two different concepts of how 
financing of intellectual property occurs. We may term them "inventory financing" 
and "asset financing." 

Inventory Financing: In inventory financing, the creditor seeks a floating lien over 
all the assets of the debtor. Physical objects ("goods") come into and move from the 
debtor's business, and the hen attaches as the goods enter, and is released in favor 
of the buyer in the ordinary course as the goods leave. What the creditor looks to 
is the business of the debtor, not the individual objects that come and go, and so, 
naturally, the security interest is indexed against the debtor. This is the focus of 
state law recordings under Article 9. We might think of inventory financing as "hori- 
zontal financing," graphically illustrated as follows. 

DEBTOR'S BUSINESS 

Pre-Piirchase 
Goods 

Inventory 
Goods 

Inventory 
Goods 

Post Sale 
Goods 

In the modem economy, a valuable component of the debtor's assets may consist of 
software, trademarks and other intellectual property. One would therefore like a 
floating lien to attach directly to the intellectual property without the necessity of 
separate filing in a federal register each time the intellectual property becomes part 
of the debtor's asset base. Note that for copyrighted works, we are really only ad- 
dressing assignments and exclusive licenses, since there is no federal recording sys- 
tem for non-exclusive copsrright licenses. 

This is the primary reason for the objections to Peregrine and AEG. They require 
additional effort for a secured creditor to perfect its interest under this model. But 
this is not the only financing model. There is another one in common use for which 
Peregrine and AEG are the right answer. 

Asset Financing: In this model, the primary focus is not on the debtor's business 
but on the protected work. We might think of it as akin to real estate financing of 
an office building. The key asset is the land and the btiilding, and one files a mort- 
gage against the property. In a building, there can be many leases that pay rents 
(royalties) to the owner. The lender wants to know that filing against the underlying 
property also gives it priority as to subsequent lease interests. Lending against 
copyrighted works follows the same paradigm, especially for motion pictures. The 
underlying property (e.g. copyright in the motion picture) can be subject to many 
subUcenses. A secured lender wants to ensure that filing against the underlying 
property gives priority as to subsequent Ucensees. We might think of asset financing 
as "vertical financing" graphically illustrated as follows. 



100 

CopYRiGifTED WORK 

License A: All VJS. Rights Some Tcnn 

Sublicensc Al: 
Some Rights 

Limited Tenii 
Sabiicense A2: 

Oilier Rights 
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License B: 
Some Rights, 

Later Term 

1 
License C: 

Other Rights, 
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In this model, each license generates royalties ("proceeds"). By filing against any 
box, the secured lender gains priority over all included ("junior') boxes. Therefore, 
a secured creditor loaning against Sublicense A2 to needs to look up the tree to de- 
termine whether there is a tuing for a prior transferee, i.e. with respect to License 
A or the Copyrighted Work. 

Notice that in the horizontal inventory model, there is only one look-up step to 
the immediate debtor. It is easy to search, since the creditor knows who the debtor 
is. But in the vertical model, the secured creditor needs to look at all prior interests. 
The secured creditor may know its immediate debtor, but what about prior transfer- 
ees? 

Here is an example based on real filings for the motion picture Latino. The Pro- 
ducer of the picture granted certain exclusive distribution rights to Management 
Company Entertainment Group, Inc. The Copyright Report discloses that a Pledge 
and Security Interest was filed in the Copyright Office on July 13, 1989 in favor 
of Kidder, Peabody Group, Inc., as securetl creditor, listing the following companies 
as debtors: 

Management Company Entertainment Group, Inc., Manson International, 
MCEG Productions, Inc., Independent Production Resources, Inc., Independent 
Screenplay Development Corp., MCEG Development Corp., DAHL, Inc., Go 
Ahead . . . Bore Me, Inc, Plantation House, Inc., Stroke of Luck, Inc., World 
Food Resources, Inc., Small Minds, Inc., I'm Nothing, Inc., Hometown Boy, Inc., 
Follow Your Dream, Inc., Redblood, Inc., Beyond Control, Inc., MCEGA^irgin 
Holdings, Inc., Virgin Vision America, and Virgin Vision, Inc. 

This type of filing is not unusual. Motion picture companies typically create many 
subsidiaries for specific purposes. For example, each picture is often produced by a 
newly formed company without antecedent debt so that all the capital of the com- 

any can be used to produce the picture and will not be attached by prior creditors. 
"lus, secured lenders often file against all companies in the corporate group. 
Assume Lender A now wants to make a loan to the Producer of Latino secured 

by the copyright in the picture including royalties payable. How can Lender A deter- 
mine what interest has been granted to Management Company Entertainment 
Group, Inc. and its related companies through a search of the records?* Currently, 
the Copyright Report is sufficient, as it identifies the rights granted to these parties 
in a single listing, but since it will not be available to us under the Proposed Fed- 
eral Intellectual Property Security Act, using it would be cheating. Interested par- 
ties are invited to determine for themselves what interest, if any, the listed compa- 
nies have by conducting UCC searches for themselves. No, I do not know where 
these companies are domiciled. I will also note that there are probably hundreds of 
UCC-ls filed against Management Company Entertainment Group, Inc. in Califor- 
nia alone; which one relates to Latino wul re<juire reading each one. Of coirrse, even 
identifyii^ these companies required a CopjTight Search. If the Producer had grant- 

pai 
Th 

•• Obviously, this information can also be obtained from the debtor, but the point of searching 
the public records is to verify the debtor's representations rather than accepting them on blind 
faith. 
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ed rights to Management Company Entertainment Group, Inc., but had granted pro- 
ceeds to, say. Virgin Vision, Inc., how would Lender A even know about this grant 
if Producer was not forthcoming? 

TKat is the easy case. At least one can ask the Producer and hope for a complete 
ansTwer. The Copyright Report for Latino also shows that Management Company 
Entertainment Group, Inc. granted rights to Orion Pictures Corporation. Now, as- 
sume Lender A wants to extend credit to Orion based on the value of its assets. 
Lender A wants to know what prior interests exist with regard to these assets. 
Orion may know that it obtained rights from Management Company Entertainment 
Group, Inc., but it may know nothing about, say, a separate assignment of proceeds 
to Virgin Vision, Inc. Even if Lender A asked and Orion answered honestly, Lender 
A might not find out. If Producer is unforthcoming or simply unavailable, Lender 
could not search by debtor with regard to prior grants of proceeds because it does 
even know who the prior debtor are. 

By spUtting filings of rights from royalties, the Proposed Federal Intellectual 
Proper^ Seciirity Act seriously undercuts the ability IP owners to engage in asset 
based financing of IP rights. Licenses of intellectual property rights can be either 
exclusive or non-exclusive. For exclusive licenses, the Ucensee typically undertakes 
further exploitation of the work through subUcenses or disposition of copies. It is 
crucial for a senior lender to know that is security interest against the licensor's 
ri^ts is prior to and entitles it to royalties from sublicensees, and equally impor- 
tant for financiers of sublicensees to know about prior security interests. This is 
similar to the position of the lenders against office buildings. The permanent lender 
wants to ensure that its mortgage against the property has priority against the 
leases of space in the building, and a junior lender against the property or a lease- 
hold estate needs to know about prior mortgages. Non-exclusive licenses, on the 
other hand, are typically granted to end users, such as a merchant who uses soft- 
ware in its business. In that case, it would be helpful if a floating ag£unst the debtor 
attached to the non-exclusive license. Yet under federal law non-exclusive licenses 
are not assignable, so even if the lien did attach, it could not be assigned to the 
lender on foreclosure in any case. The Proposed Federal Intellectual Property Secu- 
rity Act does not even address this issue. What it does is undercut the ability of 
exclusive licensees to continue the traditional financing method that they need in 
an attempt to enable a financing method for non-exclusive licensees that they can 
not use. 

The federal filing system, at least for copyrights, looks to the work as the main 
determinant of value. From this perspective, it quite correctly indexes filings against 
the work, and it supports well "vertical" asset financing. The decisions in Peregrine 
and AEG are correct from this perspective. The Proposed Federal Intellectual Prop- 
erty Security Act only looks at financing from the inventory model. It criticizes Per- 
egrine and AEG for not supporting this methodology. This criticism is misplaced. 
The proper course is to develop a fifing system that supports both methods. 
B. The Proper Approach: The Relational Data Model 

The previous section gives examples of where a mixed system will fail. But proper 
analysis requires more than a list of problematic cases. We must also ask why the 
system fails. The answer is a faulty data model. Essentially, the mixed system pro- 
poses a hierarchical data model with two roots (technically, a network model). Such 
a data model cannot ensure consistency or integrity in the data model itself Let's 
see why. 

1. The Hierarchical Data Model 
Consider a simple example, which we might call the "Rolodex Problem." A Rolodex 

creates a hierarchical database arranged alphabetically and indexed either by indi- 
vidual ("entity") or by company ("object"). A hierarchical database is often rep- 
resented in a tree-view as follows: 
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Hierarctiical Rolodex Database 

Individual 
(A^ha Index) 

J: 
John Jones 

IL 
Ann Tones 

X 
Company Name Home Address 

_r 
Company Name 

Company Address 

1 
Home Address 

Company Address 

In this case, the database is indexed by individual. One searches the database by 
"walking the tree" from the root down each branch until the desired data node is 
reached 

As anyone who uses a Rolodex knows, there are problems with this approach. You 
receive a business card from a client. How do you file the card, by individual name 
or company name? If you file by individual name, what happens when you want to 
visit a particular company and all your contacts there? The only way to find all the 
contacts is to search through all the cards. What happens if an individual leaves 
a company? If you throw away the card, you lose information about the company. 
What happens if you file everything by company? How can you find an individual 
if you forget the company name? Maintaining two databases, one for individuals and 
one for companies, doubles the fihng work, and risks having inconsistent databases 
(lack of data integrity). The fact is there is no satisfactory solution to these problems 
using a hierarchical database. The model itself is inadequate to the task. 

2. The Relational Data Model 
The proper solution to the Rolodex Problem is to implement an entirely difiierent 

data design, the relational data model. Unlike hierarchical models, which are based 
on an ad hoc data model, the relational model is based on a consistent underlying 
mathematical theory derived from predicate logic. In simple terms, all data is ex- 
pressed in tables consisting of rows and columns. These tables are related through 
a key column that uniquely identifies each row. The Rolodex Problem is solved by 
maintaining three tables like this: 

Person Table 
Person ID Person Name 

PI John Jones 
P2 Ann Tones 
P3 Peta Clones 

Perron/Company TaMe 
Pe«eonK> Company K) 

P1 C1 
P2 C1 
P3 U 

Conpany Table 
Company ID Company Name 

01 Acme Co 
02 WtdgetCo. 
03 BlackacreCo. 

One table holds the data for persons, another for companies. A third table relates 
persons to compjuiies. The Person/Company Table identifies that John Jones (PI) 
and Ann Tones (P2) both work for Acme Co. (CD. Pete Clones (P3) works for Widget 
Co. (C2). Now, if we want to visit Acme Co. and find all the employees who work 
there, we just search the Person/Company table for all entries for Acme Co. (Cl), 
and for each entry look to the corresponding Person key and use that to find the 
entry in the Person table. If Pete Clones moves to Blackacre Co., we simply update 
the entry in the Person/Company table to indicate the change. We do not need to 
delete the entry for Widget Co. when Peter changes jobs. 

It should be clear that the Rolodex Problem is identical to filing security interests 
in intellectual property. There are really two different indexes in use. One can 
record against the owner of the rights, i.e., the person. This is the approach taken 
in under Article 9, which indexes security interests against the debtor. Alter- 
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natively, one can index against the work (company), i.e. the IP rights. This is the 
approach taken under federal law, for example in the Copyright Office, where one 
records in reference to a registered work. Both state and. federal law use single 
index, hierarchical databases. Both of them lead to the problems commonly found 
in hierarchical systems. Neither one does or can proviae a complete solution by 
itself. 

The Proposed Federal Intellectual Property Security Act adopts the worst solution 
of all. It requires maintaining two hierarchical databases, witn all the problems in 
that data model, without any method of determining which one prevails in case of 
conflict. This is like maintaining two Rolodexes with separate data in each one, such 
as phone numbers in one indexed by n£une and addresses in the other indexed by 
company, without any methodology to ensure consistency between them. 

It is pointless to argue the merits of inventory financing (Article 9 approach) over 
asset financing (federal IP approach). Each works fine for its own financing model. 
Neither one works well for tne other. But the universe of IP financing requires we 
use both. We cannot address this universe by tinkering with either hierarchical 
model (e.g. choosing either state or federsd system) or by simply decoupling them 
(Proposed Federal Intellectual Property Security Act). The underlying data design 
is wrong. We must move to an entirely new data model. 
C. Implementing The Relational Models 

In a relational design, we need to maintain two separate tables (registers), one 
for persons (owners, transferees, secured parties, etc.) and another for IP interests 
(copyrights, etc.) The Copyright Office already maintains two such registers now: a 
work register, and an author register. In concept, we need to amend the Copyright 
Act to mlow constructive notice from filings in the author register, and then give 
the Copyright Office authority to create a relational database that relates filings be- 
tween the two. We should start with the Copyright Office as the first step in order 
to make sure the system functions correctly and then as necessary roll out the sys- 
tem to the P.T.O. 

As a design matter, we would not be working on new ground. The World Intellec- 
tual Property Organization maintains an International Register for Audiovisual 
Works.* This International Register has been set up on a proper relational model, 
with two registers, a "person register" and a "work register' with systems to relate 
filings. W.I.P.O. has already established forms and procedures for its use. The cur- 
rent Registrar of Copyrights spent close to a year at W.I.P.O. working on the Inter- 
national Register and is quite familiar with how these systems should be estab- 
Ushed.^ There is of course no need to adopt any of the W.I.P.O. rules or forms, and 
I am not advocating that we do so. The point is that there is a wealth of knowledge- 
able talent available at the federal level to implement a proper system. 

We should identify in principle what we want the system to do (data design 
phase) before constructing the legal rules (coding). I suggest the system should do 
the following: 

Single, National System: Article 9 envisions separate state rejgisters. But intellec- 
tual property rights under federal law are national in scope. Thus, we need a na- 
tional database to deal in national rights. It must also be a single database. We can- 
not maintain two separate databases and ensure data integrity. This argues that 
the filing structure must be a single, unified federal system. 

Relational Data Model: The federal system must implement the relational data 
model. In other words, the system must allow filings against the work (IP Rights) 
as well as filings against persons. This will require maintaining a separate "person" 
index. The system must maintain the relationship between them. The work of the 
System Manager (e^. Register of Copyrights) is to maintain the database. 

Constructive Notice As to Persons: As a legal matter, filings in the person index 
must also impart constructive notice to establish priority against subsequent trans- 
ferees. There may need to be a "^irth certificate," like a registration certificate, iden- 
tifying the first filing for a person. This system would greatly simplify such matters 
as filing corporate name changes, mergers, etc. 

Floating Liens: The system should allow for fiUng floating liens. This could be 
done by filing against an individual in the person index. The system would then at- 
tach the filing to all registered works of the debtor. 

After-Acquired Property: The system should allow for filings that apply to afler- 
acquired property. Tne Copjfright Act now allows for transfers of works to be cre- 

^ For political reasons we need not discuss here, the U.S. has not adhered to the Treaty estab- 
lishing this Register, although many countries have. 

* I was a member of the U.S. Delegation to the Diplomatic Conference that established the 
International Register, and also spent considerable time working on the project. 
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ated, although there is no constructive notice effect until the work is registered. 
This becomes a problem when advancing funds to create a work, such as for soft- 
ware development or motion picture production. Again, filings in the person index 
can accommodate this approach. We may want a time limit, such as the filing only 
appUes to works registered within X years of the filing date. 

Others may have additional suggestions as to how the system should operate, but 
I suggest that this is the direction discussions should take. Please note that the 
Copyright Act only has a federal filing system for assignments and exclusive li- 
censes. Thus, this discussion only relates to them. Different considerations may 
apply to non-exclusive licenses. 

CONCLUSION 

Intellectual property rights have become the center of the American economy. The 
IP industries are the faster growring segment of the economy and the engine of new 
job growth and wealth creation. Continued development in this area requires a mod- 
em system for facilitating secured financing. 

The relational data model is the modem data model. It is the basis for the vast 
majority of business databases. It is implemented in all the office suites CAccess, Ap- 
proach, Paradox) as well a products from major business suppUers (Oracle, Sybase, 
Microsoft SQL Server). It is the only data model grounded on a soUd mathematical 
foundation. 

A modem financing model for IP Rights should be grounded on a modem data 
model. 

Mr. COBLE. Thank you, Mr. Brennan. That bell indicates we have 
a vote on. Ms. Chasser, why don't we hear from you and then I will 
go vote and come back if that is okay. 

STATEMENT OF ANNE CHASSER, DIRECTOR, OFFICE OF 
TRADEMARK & LICENSING SERVICES, OfflO STATE UNIVER- 
SITY, ON BEHALF OF THE INTERNATIONAL TRADEMARK AS- 
SOCIATION (INTA) 
Ms. CRASSER. Thank you, Mr. Chairman. The International 

Trademark Association appreciates the opportunity to appear be- 
fore the subcommittee to comment on the need to reform the sys- 
tem governing security interests and trademarks. America's fast- 
paced economy is motivated by ideas, information, and technology. 
To put it another way, it is driven by our intellectual property. 
Therefore, many consider intellectual property, including a compa- 
ny's trademarks, to be assets in the same manner as a building, 
a piece of machinery, or a work of art. 

Trademarks are often a company's most valuable asset. As a re- 
sult, trademarks can become collateral to finance a new venture or 
launch a new product line. In these circumstances, the lender holds 
a security interest in the trademark. The UCC is not totally effec- 
tive when dealing with the security interest in a federally reg- 
istered trademark. The problem lies in the interplay between the 
State-codified UCC and the Lanham Act. Among trademark practi- 
tioners and legal scholars, there is uncertainty as to whether the 
Lanham Act preempts the State UCC. The UCC states that article 
9 does not apply to security interests if the parties' rights to the 
property are governed by a Federal statute. It also states that if 
the Federal statute does not address this, then article 9 of the UCC 
may indeed be looked to for an answer. 

So we tiim to the Lanham Act. It does not directly address secu- 
rity interests per se. However, it does contain provisions allowing 
for assignments of trademarks to other parties to be recorded. 
When all is said and done, the Lanham Act has generally been in- 
terpreted not to be a Federal statute that preempts article 9, al- 
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though the case law is far from being consistent on this issue. The 
result is widespread legal uncertainty for intellectual property own- 
ers and also for purchasers of business in which intellectual prop- 
erty is an increasingly valuable part of the transaction. 

The practice, which has evolved among trademark practitioners, 
is to record the security interests at the State level under the UCC 
and also record a copy of it with the U.S. Patent and Trademark 
Office. Unfortunately, this practice does not always work due to the 
ambiguities of the recording security interests under section 9 of 
the Lanham Act. In fact, thus practice has often led to disastrous 
outcomes, the loss of trademark rights and their value as collateral. 

What this amounts to, Mr. Chairman, is a troubling lack of cer- 
tainty as to how to perfect a security interest in trademarks. In 
other words, how do you put other parties on notice that the inter- 
est in the trademarks exist? 

This ambiguity has negative repercussions for trademark owners, 
lenders and potential purchasers. 

Mr. COBLE. MS. Chasser, if you will, hold that thought. Let me 
proceed to the floor. 

You all stand easy in the interim, and I will return imminently. 
[Recess.] 
Mr. COBLE. I apologize to you all. The best laid plans of mice and 

men go awry. The vote that was to have been about 30 minutes 
from now was accelerated. I thought, rather than come back and 
return to the floor, I would just stay over there. 

So thank you all for waiting. Ms. Chasser, are you stiU holding 
that thought? 

Ms. CHASSER. I am holding that thought. 
Mr. COBLE. You may continue. 
Ms. CHASSER. We were talking about the ambiguities in the re- 

cording of security interests. 
There is one promising answer, and that is a proposal to estab- 

hsh a national uniform recordation system for tracking security in- 
terest in trademarks. Under this approach, security interests are 
filed under section 9 of the UCC in the applicable State, but then 
they are also supplemented by a new notice filing at the Federal 
level. This allows potential purchasers to check only the Federal 
database rather than resorting to guesswork or conducting time- 
consuming searches of aU fifty States for a UCC filing. 

This is a straightforward method that utilizes the UCC appara- 
tus already in place and is familiar to lenders, borrowers and pur- 
chasers in the commercial world. Yet it also integrates the existing 
Federal registration system. 

By reconciling these two established systems, this approach vdll 
provide an effective mechanism for recording interests in trade- 
marks. 

The benefits for all parties of a central database will not be reed- 
ized, however, until the 3-month grace period for filing an assign- 
ment under section 10 of the Lanham Act is eliminated. This will 
encourage prompt recording of security interests so that prospec- 
tive purchasers of the trademark will have timely notice of security 
interests in the property. 

To conclude, Mr. Chairman, I want to thank you again for this 
opportimity. INTA remains committed to working with you and 
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others in the intellectual property community toward workable se- 
curity interest legislation. 

Thank you. 
Mr. COBLE. Thank you, Ms. Chasser. 
[The prepared statement of Ms. Chasser follows:] 

PREPARED STATEMENT OF ANNE CHASSER, DIRECTOR, OFFICE OF TRADEMARK & LI- 
CENSING SERVICES, OHIO STATE UNIVERSITY, ON BEHALF OF THE INTERNATIONAL 
TRADEMARK ASSOCIATION (INTA) 

SUMMARY 

Today, in an economy driven by technology, information and ideas, trademarks 
and other forms of intellectual property may very well be the most valuable asset 
a company owns. As a result, trademarks can become collateral to finance a new 
venture or launch a new product line. In these circumstances, the lender holds a 
"security interest" in the trademsirk. The current legal framework for security inter- 
ests is Article 9 of the Uniform Commercied Code or "U.C.C." as codified in the laws 
of the individual States. 

Unfortunately, however, the U.C.C. is not totally effective when dealing with a 
security interest in a federeJly registered trademark. The problem lies in the inter- 
play between the state-codified U.C.C. and the Lanham Act, the federal statute gov- 
erning trademarks. No one can really say for certain whether or to what extent the 
Lanham Act preempts the state U.C.C. 

The U.C.C. says that Article 9 does not apply to a security interest if the party's 
rights to the property are governed by a federal statute. Yet, it also says that if the 
federal statute does not contain relevant provisions, then Article 9 of the U.C.C. 
may indeed be looked to for an answer. Turning then to the Lanham Act, it does 
not directly address security interests per se. However, it does contain provisions 
allowing for "assignments" of trademarks to other parties to be recorded. When all 
is said and done, the Lanham Act has generally been interpreted NOT to be a fed- 
eral statute that preempts Article 9, although the case law is far from being umform 
on the issue. The result is widespread legal uncertainty for intellectual property 
owners and also for purchasers of businesses in which intellectual property is an 
increasingly valuable part of the transaction. 

One promising answer is the proposal to establish a national, uniform recordation 
system for tracing security interests in trademarks. Under this approach, security 
interests are filed under Aiticle 9 of the U.C.C. in the applicable state , but then 
are also supplemented by a new notice filing at the federal level. This allows poten- 
tial purchasers to check only the federal database rather than resorting to guess- 
work or conducting searches of all 50 states for a U.C.C. filing. 

This is a straightforward method that utilizes the U.C.CT apparatus already in 
place and familiar to lenders, borrowers, and purchasers in the commercial world. 
Yet, it also integrates the existing federal registration system. By reconciling these 
two established systems, this approach will provide an effective mechanism for re- 
cording interests in trademarks. 

The benefits for all parties of a central database will not be realized, however, 
unless the three-month grace period for filing an "assignment" under Section 10 of 
the Lanham Act is eliminated. This will encourage prompt recording of security in- 
terests so that prospective purchasers of trademarks will nave timely notice of secu- 
rity interests in the property. 

fi^ITA is looking to remove the uncertainty that has prevented trademark owners 
from being able to realize the full value of their trademark rights in secured lending 
transactions. INTA remains committed to working with the Subcommittee, as well 
as others in the intellectual property community towards workable security interest 
legislation that safeguards the rights of trademark owners. 

STATEMENT 

Introduction 
Good aJtemoon, Mr. Chairman. The International Trademark Association 

("INTA") appreciates the opportunity to appear before the Subcommittee to offer its 
comments on the need to provide greater certainty and uniformity in the treatment 
of security interests in trademarks. My goal here today is to inform you about the 
problems trademark owners face under the current security interest system and 
then present you with possible solutions. We anticipate that this hearing will likely 
be the first step in a series of discussions on this subject and look forward to con- 
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tinuiiig to work with the Congress and other interested parties. My name is Anne 
Chaaser. I am the President and Chairperson of the Board of Directors of INTA. 

Today, in an economy driven by technology, information and ideas, intellectual 
property may very well be the most valuable asset a company owns. Like other 
forms of business property, it can provide valuable collateral to finance a new ven- 
ture or launch a new product line. Yet, the law governing security interests in intel- 
lectual property has not kept pace with the changing economy. To begin with, it is 
unclear which laws—the state-codified Uniform Commercial Code (U.C.C.) or the 
federal intellectual property statutes—provide the greatest protection and certainty 
for intellectual property owners and their business partners. In practical terms, the 
confusion results in significantly increased transaction costs, creates uncertainty 
with respect to priorities in secured transactions, reduces the value of intellectual 
property and in some cases forecloses the access of intellectual property owners to 
much needed capital. 
Trademarks and Security Interests 

Trademarks are among the most significant assets of a company—an efficient way 
to convey a message of quality, consistency, safety, and predictability to the con- 
sumer in an easy-to-understand form. Equally important, trademeirks are the impe- 
tus for an economic transaction that begins with an idea, is translated into produc- 
tivity, and ends with a satisfied customer. 

There are times when a business, regardless of its size, may want to use its valu- 
able trademarkCs) as collateral to seoire a loan or other obligation. If the trademark 
owner does not satisfy the terms of that obligation in the future, the lender can fore- 
close and sell the trademarks to satisfy the debt. In such a case, the trademark is 
no different from accounts receivable or other intangible assets that are offered as 
collateral for a lojin. The lender is said to hold a security interest, and the primary 
legal framework for security interests is Article 9 of the U.C.C. 

In security interest agreements, it is important to remember that there is no 
transfer of ownership of the mark(s). Transfer of ownership to the lender is sup- 
posed to take place only if the borrower (trademark owner) defaults on the loem. In 
other words, the security agreement is a conditional assignment. 
The U.C.C. and Federal Intellectual Property Statutes 

In order to protect its position, the lender will want to let others know that it 
is "first in Une" to take ownership of the mark(s) if there is a default on the loan 
secured by the mark(s). It also becomes important when the owner of the trademark 
seeks to sell the business. A prospective buyer will want to know of any security 
interests in the assets of the business, including its trademarks. 

Generally, for a lender to secure its "first-in-line" status, the U.C.C. requires the 
lender to "perfect" its interest by filing written notice in the appropriate state office 
(typically the secretary of state), where it then becomes publicly available. While 
this seems straightforward enough, the U.C.C. system has proven to be inefficient 
in providing adequate notice of perfecting security interests in trademarks. 

This is due to the interplay between the state-codified U.C.C. and the federal stat- 
ute governing trademarks—the "Lanham Act." For example, the U.C.C. states that 
the provisions of Article 9 do not apply to security interests to the extent that a 
party's rights regarding such property are governed by federal statutes.' It further 
provides that a financing statement under Article 9 is not "necessary or effective 
to perfect a security interest in property subject to (a) a statute ... of the United 
States which provides for national registration ... or which specifies a place of fil- 
ing different than that specified in this article." ^ Official Comment 1 to §9-104 of 
the U.C.C. states, however, that "if the federal statute contains no relevant provi- 
sion, this Article could be looked to for an answer." 

While the Lanham Act does contain a provision allowing for "assignments," ^ and 
while the USPTO Assignment Division generally accepts for recordation other docu- 
ments affecting title, it does not contain any express provision addressing security 
interests. Thus, the Lanham Act has genersilly been interpreted not to be a federeJ 
statute that supersedes Article 9, although the case law is not uniform. The inter- 
pretation of the interplay between the Copjrright Act or the Patent Act and Article 
9 is also inconsistent, leading to even greater uncertainty. Moreover, as one of the 
leading  authorities   on   trademark   law.   Professor  Thomas  J.   McCarthy  notes. 

•U.C.C. §9-104(a). 
'U.C.C. §9-302(3Xa). 
»15 U.S.C. 1065. 
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Xanham Act § 10 can be read to mean that recordation notice is triggered only by 
recordation of a presently effective assignment."^ 
77i€ Problem for Trademark Owners 

Lack of a Centralized System 
The problem for trademark owners is that there is no clear federal system for re- 

cording security interests in federally registered trademarks or pending apphca- 
tions, partictilarly as to subsequent bona nde purchasers. At the same tune, there 
is not sufficient case law to conclusively assure trademark owners that a state 
U.C.C. filing alone will be adequate to put all parties on notice as to a security in- 
terest in federally registered marks or pending applications. The result is wide- 
spread legal uncertainty for intellectual property owners and also for purchetsers of 
businesses in which intellectual property is an increasingly valuable asset. 

The practice which has thus evolved on an ad hoc basis among trademark practi- 
tioners is to record a financing statement under Article 9 of the U.C.C. arid also 
to record a copy of the security agreement at the USPTO. Nonetheless, many lend- 
ers require that trademark owners give up ownership of their mark(s) without ever 
having defaulted on the loan, because of the ambiguitv with respect to recording of 
conditional assignments such as security interests unaer Section 10 of the Lanham 
Act. The lender, now the assignee, then Ucenses the mark back to the original 
owner. In this way, the lender believes that it is assured of its "first-in-Une" position 
upon default or when there is a sub8ec[uent purchaser. 

Unfortunately, however, this practice has had disastrous results. In Haymaker 
Sports, Inc. v. Turian^ and Clorox Co. v. Chemical Bank,^ such an assignment and 
license back was held to have invalidated the trademark registrations assigned to 
the lender, resulting in a loss of the trademark rights and their value as coUateraJ. 
If the lenders in these cases had taken a conventional grant of a security interest, 
the trademark registrations would have been maintaineef 

What this all amounts to, Mr. Chairman, is a troubling lack of certainty as to 
where to file and how to perfect a security interest in trademarks, which affects 
both trademark owners, lenders, and potential purchasers. 

The Three-Month Period 
In addition to the problems that relate to the lack of a centrfd or single intellec- 

tual property security interest system, there is the matter of Section 10 of the 
Lanham Act, which gives an assignee three months in which to record his interest 
in the mark with the USPTO. Consider this scenario: During the three month pe- 
riod before the lender is required to file the security interest with the USPTO, the 
trademark is sold to a bona fide purchaser. The purchaser might immediately have 
conducted due diligence into whether the mark and registration were, in fact, owned 
by the seller and not have turned up anything to the contrary. The lender could, 
in the meantime, file the required documents 85 days after the assignment—within 
the three-month period—ana still wtdk away with the rights to the mark. The pur- 
chaser gets nothing other than what can be obtained in an action for fi-aud brought 
against the seller, even though the purchaser had no practical way to confirm own- 
ership of the mark other than the USPTO assignment records. 
The Solution 

A National Recordation System 
One way to create certainty and alleviate problems in commercial transactions in- 

volving trademarks is a national recordation system. This will establish a uniform, 
dependable method for tracking security interests in intellectual property that will 
benefit trademark owners, lenders, and potential purchasers. It will provide comfort 
to lenders who want to perfect and give notice of tneir security interests and in turn 
permit borrowers who own trademarks to maintain ownership of their property un- 
less they default. Under this approach, security interests would be filed under Arti- 
cle 9 of the U.C.C. in the applicable state and supplemented by a new notice filing 
at the federal level (on a deotor's name basis) designed to establish priority over 
subsequent transferees/assignees. State law would continue to govern all priority 
issues, except that for any lender (or other party) to obtain priority over a later pur- 
chaser, the lender must have filed at the federal level. This allows potential pur- 
chasers to check only the federal database rather than resort to guesswork or con- 
duct a time-consuming search of up to fifty states for a U.C.C. fihng. 

*J. Thomas McCarthy, McCarthy on Trademarks and Unfair Competition, Fourth Edition, 
Volume 2 (St. Paul; West Group, 1998) 18-14. 

'^581 F2d 257, 198 USPQ 610 (CCPA 1978). 
«40 U.S.P.q.2d 1098 (T.T.A.B. 1996). 
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lliis is a strai^tforward method that utilizes the U.C.C. apparatus ah:«ady in 
place and familiar to lenders and borrowers in the commercial world. Yet, it also 
mtegrates the existing federal registration systems. By reconciling these established 
systems, the proposed legislation will provide an effective mechanism for recording 
interests in intellectual property and eliminate the present uncertainty. 

Eliminate the Three-Month Period 
Elimination of the three month period reduces the chances of a subsequent pur- 

chaser of an interest in a registered mark winding up second in line to an assignee 
that was wholly unknown to the piirchaser at the time of the purchase. Further- 
more, it encourages prompt recording of the interests and makes it function just like 
the current state-level U.C.C. and real property recordation systems familiar to both 
lenders and borrowers. 
Conclusion 

Trademark owners are seekingreforms which would encourage lenders to record 
a security interest with the USPTO as notice to potential purchasers of their pre- 
existing rights. The increased certainty should eliminate the requirement imposed 
by lenders that the trademark owner give up ownership of the mark as a condition 
of receiving the loan. Such amendments will also facilitate the creation of a nation- 
wide database for security interests not only in trademarks, but patents and copy- 
rights as well. 

Thank you agftin, Mr. Chairman. We applaud your efforts and remain committed 
to working with you, the members of this subcommittee, staff, and others in the in- 
tellectual property community towards workable security interest legislation that 
safeguards the rights of trademark owners. 

THE INTERNATIONAL TRADEMARK ASSOCIATION 

ENTA is a not-for-profit membership organization, which just recently celebrated 
its 121st smniversary at its annual meeting in Seattle, Washington. Since the Asso- 
ciation's founding in 1878, membership has grown from 17 New York-based manu- 
facturers to approximately 3,600 members from the United States and 119 addi- 
tional countries. 

Membership in INTA is open to trademark owners and those who serve trade- 
mark owners. Its members are corporations, advertising agencies, professional and 
trade associations, and law firms practicing trademark law. INTA's membership is 
diverse, crossing all industry lines and spanning a broad range of manufacturing, 
retail and service operations. All of INTA's members, regardless of their size or 
international scope, share a common interest in trademarks and a recognition of the 
importance of trademarks to their owners, to the general public, and to the economy 
of both the United States and the global marketplace. 

Mr. COBLE. Mr. Kirk. 

STATEMENT OF MICHAEL K. iORK, EXECUTIVE DIRECTOR, 
AMERICAN INTELLECTUAL PROPERTY LAW ASSOCIATION 
(AIPLA) 
Mr. KlRK. Thank you, Mr. Chairman. As we have heard today, 

intellectual property, or IP assets, are often the major assets of 
companies, and they are frequently used to secure loans critical to 
the company's existence and growtn. To have a system where there 
is certainty for both the lender and the borrower greatly increases 
the value of IP in its role as collateral for loans. 

As Ms. Montgomery has outlined for us earlier, the law regard- 
ing perfecting of security interest is in some disarray, which cre- 
ates uncertainty. It is this uncertainty, as well as the inability to 
include after-acquired rights, that prompted AIPLA to work with 
others toward achieving a uniform treatment of security interest in 
all types of IP. 

The ABA-drafted bill, FIPSA, in which we have cooperated, while 
still a work in progress, is a step toward bringing greater certainty 
into the recording of security interest in Federal IP. Although there 
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are certain aspects of FIPSA that warrant further study, the 
AIPLA supports a number of its underl3ring concepts. 

We support the concept of permitting a filing at Federal agencies 
with respect to security interest in Federal IP. We believe these fil- 
ings should be notice filings made in the name of a debtor and 
creditor, similar to filings vmder the UCC. Unlike the Federal fil- 
ings regarding ownership of Federal IP, there should not be a re- 
quirement to identify the specific IP used as collateral, although it 
could be permitted if desired by either party. 

Moreover, we do not believe it necessary that Federal security in- 
terest fiUngs include a copy of the actual agreement or contract giv- 
ing rise to the security interest. 

The AIPLA beUeves that it should also be possible to have secu- 
rity interests cover after-acquired IP of the aebtor if that is what 
the parties agree to. Under the present system, for example, a com- 
Euter software developer may have difficulty in securing financing 

ased on the projected value of software under development, as Mr. 
Johnson pointed out in his written statement. 

AIPLA also supports uniformity in the various Federal systems 
for filing security interest or ownership changes involving Federal 
IP rights. From the standpoint of IP owners, the optimal approach 
would be to eliminate all look-back provisions in the various sys- 
tems. Today, for example, the assignee of a patent taking advan- 
tage of a 3-month look-back provision in existing Title 35, section 
261, to record an assignment can wind up taking the patent subject 
to a security interest filed in a State earlier during that 3-month 
look-back period. 

Of course, the full benefits of the elimination of the look-back pe- 
riod in existing Federal IP law can only be practically achieved if 
electronic filing of Federal security interest and ownership docu- 
ments is implemented. Establishing electronic filing systems will 
also facilitate electronically searching such filings. A number of 
States already permit the filing of security interests by electronic 
means, and several of them also provide for electronic searching of 
those filings. The software to do this, therefore, has already been 
developed and is in use in States. 

It would be desirable for the various Federal systems to adopt 
uniform, compatible systems so as to enable simultaneous filing 
and simultaneous searching across the various systems. The cre- 
ation of such uniform, interconnected systems shovdd be required 
as part of any change made by Congress. 

As I noted earlier, this is a work in progress. There are many 
questions yet to be answered, indeed probably many questions that 
haven't even been asked. Nonetheless we believe that a rationaliza- 
tion of the recording of security interest holds considerable prom- 
ise, and we plan to work with this committee and with others to 
achieve a workable solution acceptable to all. 

Thank you, sir. 
Mr. COBLE. Thank you, Mr. Kirk. 
[The prepared statement of Mr. Kirk follows:] 

PREPARED STATEMENT OF MICHAEL K. KIRK, EXECUTIVE DIRECTOR, AMERICAN 
INTELLECTUAL PROPERTY LAW ASSOCIATION (AIPLA) 

Mr. Chairman: 
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I am pleased to have the opportunitv to present the views of the American Intel- 
lectual Property Law Association (AIPLA) to the Subcommittee on Courts emd Intel- 
lectual Proper^ on possible changes to the existing federal systems for recording 
security interests in intellectual property. 

The AIPLA is a national bar association whose nearly 10,000 members are law- 
yers in private and corporate practice, in government service, and in the academic 
community. AIPLA members comprise a wide and diverse spectrum of individuals 
involved directly or indirectly in tne practice of patent, trademark, copyright, trade 
secret, and unfair competition law, as well as other fields of law affecting intellec- 
tual property. 

Intellectual property assets—patents, trademarks, copyrights, trade secrets, etc.— 
are often the major assets held by a modem company, and are frequently used to 
secure loans critical to the company's existence and for growth. Often for individuals 
trying to start up a commercial enterprise, intellectual property may be the only 
asset upon which a loan might be based. To have a system where there is certainty 
for both the lender and the borrower greatly increases the value of intellectual prop- 
erty in its use as collateral for a loan. 

The present approach to recording security interests in intellectual property is to 
use a mixture of federal and state systems. In their administration of the Uniform 
Commercial Code, the states have embraced a system where intellectual property 
is handled as personal property and security interests in such personal property are 
generally perfected by recording with the Secretaries of States. A security interest 
m some tjrpes of intellectual property, however, must be recorded federally in order 
to perfect that security interest. This is true of copyri^t. Security interests in intel- 
lectual property which has a basis in the laws of the states is solely handled by the 
states. For example, perfection of a security interest in unregistered trademarks and 
trade secrets may only be accomplished by a state filing. With respect to a federally 
registered trademark, however, a federal filing also needs to be made to affect bona 
fioe purchasers for value of such marks. Case law is unsettled regarding perfection 
of interests in patents, although filing probably must be done federally. It is this 
melange of uncertainty, particularly in regard to perfecting security interests in the 
various types of federal intellectual property, as well as the inability to include 
afler-acauired rights, that has prompted an effort to uniformly treat security inter- 
ests in all types of intellectual property. 

These problems have been the subject of a great deal of work over several years, 
beginning with the International Trademark Association at least as early as the late 
1980s and, more recently, by the Joint Task Force of the Business Law and Intellec- 
tual Property Law Sections of the American Bar Association. The AIPLA has been 
active in this effort for the past year. The draft bill resulting fi-om this effort, the 
"Federal Intellectual Properly Security Act," advances the IP community toward the 
goal of a more integrated and rationalized security interests recording system at the 
federal level. While still a work-in-progress, it is a beginning toward bringing great- 
er certainty into the recording of security interests in federal intellectual property. 

The AIPLA supports the concept of permitting a filing in federal agencies with 
respect to security interests in intellectual property. We believe these filings should 
be notice filings, similar to those used in states under the Uniform Commercial 
Code. These federal filings should also be made in the name of the debtor and the 
creditor. Unlike the federal filings r^arding ownership of federal intellectual prop- 
erty, it should not necessarily require a specific identification of the intellectual 
property being used as collateral, although it should permit the filing to be limited 
to specific intellectual property if desired by either party. Moreover, federal security 
interest filings should not require the filing of the actual agreement or contract giv- 
ingrise to the security interest. 

The AIPLA also supports a system where it is not only possible to generically 
identify the intellectual property that is the collateral for the security interest, but 
to also have the security interest cover after-acquired intellectual property of the 
debtor, if that is the agreement of the parties. Under the present system, for exam- 
ple, computer software developers and book publishers may have dmicult^ in secur- 
mg financing based on the projected value of software under development or books 
notyet written. 

The AIPLA supports uniformity in the various systems for filing security interests 
or ownership changes involving federal intellectual property rights. From the stand- 
point of intellectual property owners and lending institutions, the optimal approach 
would be to eliminate ail look-back provisions in the various systems. With the ex- 
isting look-back periods in federal systems for recording ownership changes, a bona 
fide purchaser for value taking advantage of a look-back provision could be seriously 
disaavantaged. For example, an assignee of a patent taking advantage of the three- 
month look-back provision in existing 35 U.S.C. §261 to record his or her assign- 
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ment may end up taking the patent subject to a security interest in the patent Rled 
in a state earlier in the three-month period. Of course, the full benefits of the elimi- 
nation of the look-back provisions in existing law for patents, trademarks and copy- 
rights could only be practically achieved, however, if electronic filings of federal se- 
curity interest and ownership documents is implemented. 

If security interests in and ownership documents for intellectual property could 
be filed electronically, all concerned would benefit. This would include the financial 
institution making loans with intellectual property as collateral, the intellectual 
property owner using the intellectual property as collateral for a business loan, and 
the public. Establishing a system for electronically filing federal security interests 
and ownership documents would also facilitate the creation of a system for the pub- 
lic to electronically search all the filings. A number of states already permit the fil- 
ing of security interests by electronic means and several of them also provide for 
electronic searching of their collection of security interest filings. 

Further benefits could be achieved by having itniformity among the federal sys- 
tems for security interest filings and ownership recordation so as to enable simulta- 
neous filing and simultaneous searching across the various systems. The ability to 
electronically access numerous systems would achieve many of the benefits of a cen- 
tralized system. This would enable a person to simultaneously electronically file a 
security interest in intellectual property in numerous offices. Likewise, one could 
readily search the various federal agencies for information regardiiig a security in- 
terest recorded in regard to a given debtor or information about a given intellectual 
property owner, or to obtain ownership information regarding a specific copyright 
or patent. 

When the exercise to improve the system for recording security interests in intel- 
lectual property was started, the electronic filing, record keeping and searching op- 
tion for such records was not possible. Now that it is possible, automating the proc- 
ess in this manner should be considered and made part of any accommodation or 
change suggested for individual systems. Consideration of the electronic filing, 
record keeping and searching option will undoubtedly be part of the study to be un- 
dertaken by the Franklin Pierce Law Center regarding the feasibility of establishing 
a centralized intellectual property registry. The study, which is referred to on page 
83 of Senate Report 105-235, will involve assessing and defining the technical, eco- 
nomic, and legal requirements associated with a centralized registry. 

As indicated earlier, the draft bill is a work-in-progress. There are many questions 
yet to be answered and a number of issues yet to be resolved. For example, the 
funding necessary to establish electronic systems for the filing of federal security in- 
terest statements needs fiirther study, and it is likely that the Patent and Trade- 
mark Office and the Copyright Office will have to be authorized to administratively 
set the fees for both financing statements as well as assignments to fiind the sys- 
tem. Moreover, some Congressional direction will Ukely be necessary to achieve the 
desirable coordination and implementation of the electronic fiUng and searching sys- 
tems by the respective Offices. Nonetheless, the effort holds out considerable prom- 
ise and we intend to continue our efforts to achieve a workable solution. 

Mr. COBLE. AS usual, you beat the red light. You know, when you 
start recognizing people in the audience, you inevitably are going 
to miss somebody, and I omitted John Canton and Hayden Greg- 
ory. I see Paul is still back in the comer. Ben left us earlier. 

Remember me to him, if you will, Paul. 
Thank you, folks, for your contribution today. 
Ms. Montgomery, the ABA proposal would permit the same type 

of notice filing used in filing security interests at the State levels 
to be used in filing security interests with the Federal agency. 

Would this change the type of documents and information con- 
tained in those documents filed with the Copyright Office regarding 
matters of ownership and title to a cop)Tighted work? 

Ms. MONTGOMERY. NO, but I had better explain why I say that. 
Mr. COBLE. Okay. 
MS. MONTGOMERY. This does not call—the ABA proposal does not 

call for any changes with respect to docvunenting ownership of a 
copyrighted work, ownership of a trademark or ownership of pat- 
ent, and it doesn't change where you look to determine who the 
owner is. You still look in the Federal Registry. What this calls for 
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is, if the owner of one of these types of intellectual property gives 
a security interest in order to secure a loan or some otner obliga- 
tion, that in order for the secured party to perfect its interest 
against other secured creditors—not somebody who might come 
along and buy it, but other lenders, other secured creditors, a trust- 
ee—for that purpose, you would make a notice filing at the State 
level. 

At the Federal Registry, that security interest filing would be 
made at the Federal level, and that would give notice to any subse- 
quent buyer, licensee, anybody else who searched the Federal 
record and wanted to know not only who are the owners but who 
might be claiming a hen or some other encimabrance on the title. 
So it will, in fact, provide more information than is available now. 

Mr. COBLE. I have another question for you, Ms. Montgomery. I 
will come back to you. 

Mr. Johnson, how do you respond to the fact that copyright own- 
ers, particularly the software industry, have not been overly vocal 
about a need to reverse Peregrine or even enact a more comprehen- 
sive system of filing, such as that suggested by the ABA? 

Mr. JOHNSON. Mr. Chairman, I think many of the smaller compa- 
nies that are in the business of software development have many, 
many things on their plate, including obtaining financing for their 
businesses, which are generally small, smaller and undercapital- 
ized. I am not sure that they are, as a group, as well organizea and 
have focused on this issue of how these rulings have perhaps inhib- 
ited their ability to get financing. 

I sun aware of a nimiber of situations, both firsthand and from 
other members of our trade association, where the process of docu- 
menting our security interest has been time-consmning and cum- 
bersome, to software developers in particular, but I really don't 
have an explanation as to why they haven't been more vocal at this 
point. 

Mr. COBLE. Mr. Brennan, let me put that same question to you. 
Do you have an idea or a thought as to why we have not heard 

more fi-om copyright owners? 
Mr. BRENNAN. I have had a talk with several of the trade asso- 

ciations in the software area, Mr. Chairman. As you know, we have 
been advocating doing changes in this area in my association for 
some time. We would like to be able to cover after-acquired prop- 
erty, including liens, and I have talked to the software industry. So 
far, the representatives have told me that generally they fund their 
companies by equity, not by debt instruments, and so they are not 
too interested. 

Our industry was perhaps that way when the new technology 
was video back in the early 1980's, and we found that at some 
point you go to instruments. So I would think at some point the 
software industry may be interested in more secure financing for 
their assets. 

Mr. COBLE. MS. Chasser, do you have any recommendations on 
how to improve and/or change the ABA or CFA proposals? 

Ms. CHASSER. The INTA is interested in the clarity, uniformity 
and simplicity of the legislation, and we look forward to working 
with the ABA and others in the IP community toward improvement 
of the legislation. 
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Mr. COBLE. Thank you. 
• Mr. Kirk, the ABA's, quote, "mixed approach," close quote, of fil- 

ing security interests at the State level and recording £iny informa- 
tion dealing with ownership and title of intellectual property at the 
respective Federal agency would probably involve a large start-up 
cost for the Federal agencies. What is the ABA's position, if you 
know, on making the proposed Federal recordation system funded 
by user fees? 

Mr. KIRK. Mr. Chairman, I will answer only for AIPLA. 
Mr. COBLE. I'm sorry, not ABA. 
Mr. KIRK. AIPLA would support giving the authority to both the 

Register of Copyrights and to the Commissioner of Patents and 
Trademarks to establish administrative fees to offset the cost of fil- 
ing these Federal financial statements at the Federal level. We be- 
lieve that it should be done electronically, as I mentioned. The 
States are doing this. We know that it can be done. 

We recently observed, for example, in the World Intellectual 
Property Organization that if you file patent cooperation treaty 
documents using their electronic filing system, they will reduce 
your cost by—your fees by $140 per transaction. 

So, yes, there will be some start-up costs, we can't deny that, but 
long term, it will be a savings to users, and particularly in the Pat- 
ent and "Trademark Office, once you get your bill H.R. 1907 passed 
with the Public Advisory Committee to oversee, to make sure they 
do it the right. 

Mr. COBLE. And that is $140? 
Mr. KIRK. The cost savings in the World Intellectual Property 

Organization with respect to the filing of patent cooperation treaty 
applications. If you choose to file strictly in paper with them, then 
your filing fees are a fixed amount; however, if you choose to file 
using their electronic filing system, which has cover documents 
that would probably be much more involved than the UCC-1-type 
notice arrangement here, if you choose to use their electronic filing 
for those cover sheets, which allows you to automatically determine 
whether there are errors—for example, if you leave a field out, the 
form is bounced and it says, hey, dummy, fill in this blank, you left 
it blank. 

So if you follow that format and file electronically, they will re- 
duce your fees, reduce your fees by $140. 

Mr. COBLE. MS. Montgomery, much can be sEiid about body lan- 
guage or facial response, and I noticed your facial response when 
Mr. Brennan was testifying. It was not necessarily adversarial, but 
do you want to respond to that? 

Ms. MONTGOMERY. Thank you, Mr. Chairman. I would. 
I think with respect to—he gave two very interesting and useful 

examples in his presentation, and the first one, you might remem- 
ber it, was a contest between a secured party and a subsequent ex- 
clusive licensee, and the question was, who wins; and that is ex- 
actly one of the situations that is not clear now and would be very 
clear under FIPSA. 

As long as the secured lender filed notice filing at the Federal 
level, then it would be clear. So that is exactly one of the situations 
we are trjdng to resolve. 
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With respect to the search example, it is—you know, it is difficult 
to—people talk about how technical an area this is, and it is not 
easy to understand; and it is easy in that kind of area to pick a 
technical example that creates a great deal of concern about costs. 

But I think there are a couple of things I can say about the ex- 
ample he gave for Terminator 2 that might at least put it in con- 
text. One, I think he failed to admit what—to consider what, to me, 
and I think many, would be a very, very important intellectual 
property asset in that arrangement. Not only would someone mak- 
ing Terminator 3 want to make sure they had sufficient Ucense 
from prior copyright owners to create a derivative work, but I think 
they would be very interested in knowing that they had a trade- 
mark license for Terminator, and that they had it from the right 
party; and if they took an interest in it, in order to cover the fund- 
ing, that they properly perfected it. 

Well, with respect to the trademark right now, they would have 
to face State filings. State searches, and they would also have to 
look in the trademark Office. Because of the insecurity in the 
trademark area, as Ms. Chasser alluded to, many lenders aren't 
comfortable, and so if you try and use your trademark as an asset 
in this area as collateral, some lenders will require not a security 
interest, but that you actually transfer ownersnip, and that they 
can then record a transfer of ownership in the trademark Office; 
because under the Lanham Act, they are clear what the effect of 
that kind of filing is. 

So in the Terminator example, you are going to be doing all those 
State filings anyway, all that State searching anyway. 

On the other hand, I want the say that the State searching is 
not as complicated as it sounds. Now under present UCC system 
and also under what we propose in FIPSA, you file in one State, 
one State, the State where the debtor is located, and that is some- 
thing that has been a system in the UCC for over 35 years. It is 
not that difficult to determine, and in fact, under the revised article 
9 that has already been passed in a few States and is moving 
along, it will be even clearer, it is the State of incorporation. 

Mr. COBLE. NOW, Mr. Brennan, since I resiurected this, do you 
want to revisit it? 

Mr. BRENNAN. Sure. 
With regard to the first issue here, right now the question is, if 

we have a lender who records federally and then we have a subse- 
quent licensee who records, who prevails? 

Current law is absolutely clear. The lender who recorded first 
prevails, ignoring the 30-, 60-day filing windows in the Copyright 
Act. 

My question was this, under the proposal, let us assume we have 
a lender who only files at the State level and then we have a trans- 
feree who only records at the Federal level. Now assume that the 
lender forecloses. Which one prevails? I don't think that question 
is answered under the mixed filing proposal. 

It is under current law, and that is, the licensee prevails. 
With regard to the searching issues, yes, it is very easy to do a 

search if you know where the debtors are located. Our problem is, 
we don't know where these debtors are located. As I explained for 
Terminator 3, there are 94 separate companies in the prior chain 
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of title, and the title reports from the Copyright Office don't tell us 
where they are located. The only way we can find them potentially 
is to search all 50 States. We may get lucky, but until we do that, 
we don't know where they are located. 

Mr. COBLE. Mr. Attaway, this is irregular procedurally since you 
are not on this panel, but how do the members of the MPAA deal 
with the delay in processing security interest documents in the 
Copyright Office? 

Mr. ATTAWAY. I really don't have anything to say on that subject. 
I believe that the delay is going to be remedied by the increase in 
filing fees that just went into effect that will give the Register more 
funds to conduct this activity, particularly enabling electronic reg- 
istration. I think that will materially cut down on this problem, 
and I don't expect this problem to exist much longer. 

Mr. COBLE. Well, folks, I appreciate this. I think this has been 
an illuminating and meaningful hearing. Does anybody have any 
closing, any last-minute thoughts before we adjourn? 

I appreciate you all coming here for the hearing, and I thank you 
for your testimony. This concludes the oversight hearing on the re- 
port of the U.S. Copyright Office on Copyright and Digital Distance 
Education and the issue of Intellectual Property Secimty Registra- 
tion. The record will remain open for 1 week. 

Thank you for your cooperation and attendance, and the sub- 
committee stands adjourned. 

[Whereupon, at 5:15 p.m., the subcommittee was a4joumed.] 
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MATERIAL SUBMITTED FOR THE HEARING RECORD 

SCREEN ACTORS GUILD, 
Hollywood, CA, June 23, 1999. 

Hon. HOWARD COBLE, Chairman, 
Subcommittee on Courts and Intellectual Property, 
Committee on the Judiciary, 
House of Representatives, Washington, DC. 

DEAR REPRESENTATIVE COBLE: On behalf of the 90,000 performers of Screen Ac- 
tors Guild, Inc. ("SAG" or the "Guild"), in connection with production of motion pic- 
tures, I would like to register our interest in the unfolding debate concerning legis- 
lative revision of the legtd rules governing perfection and priority of security inter- 
ests in motion pictures. 

The Guild often obtains security interests in motion pictures in order to enforce 
a variety of contractual obligations arising from employment of our performers. 
These security interests protect the economic interests of tens of thousands of actors 
and are increasingly important as methods for distribution of motion pictures—and 
the ability to collect residuals based on such distribution—become more complicated. 

Through this experience, we recognize that the proposed "Federal Intellectual 
Property Security Act" ("FIPSA") and "Security Interest in Copyrights Financing 
Preservation Act ("SICFPA") each contain features that would clarify existing legal 
rules concerning the perfection and relative priority of security interests in intellec- 
tual property. Such clarification is a favorable development for secured creditors in 
general, including the Gmld, and may well facilitate further lending activity in this 
industry. As you know, this area of Oie law is inherently difficult, as the nature of 
intellectual property requires attention to rules for perfection and priority of secu- 
rity interests. It also demands attention to the manner in which such intangible 
property is defined and registered for copyright, so that chain-of-title problems do 
not frustrate the intent of seciired parties, their debtors, and copyright owners in 
general. Nevertheless, the Guild finds much of merit in each proposals. 

Enclosed is a memorandum discussing the legislative proposals in more detail. We 
hope to participate in any revision of legal rules in this area that address the Eifore- 
mentioned problems. 

Very truly yours, 
CATHERINE L. YORK, Director of Government Relations. 

DIRECTORS GUILD OF AMERICA, INC., 
Los Angeles, CA, June 23, 1999. 

Hon. HOWARD COBLE, Chairman, 
Subcommittee on Courts and Intellectual Property, 
Committee on the Judiciary, 
House of Representatives, Washington, DC. 

DEAR REPRESENTATIVE COBLE: The Directors Guild of America, Inc. ("DGA" or the 
"Guild"), as the collective bargaining representative for over 10,000 directors and 
members of the directorial team in connection with production of motion pictures, 
wishes to register its interest in the unfolding debate concerning legislative revision 
of the legal rules governing perfection and priority of security interests in motion 
pictures. 

The Guild often obtains security interests in motion pictures in order to enforce 
a variety of collective bargaining obligations arising fi-om employment of Guild-rep- 
resented employees. These security interests protect the economic interests of thou- 
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sands of directors and are increasingly important as methods for distribution of mo- 
tion pictures—and the ability to collect residuals based on such distribution—be- 
come more complicated. 

Through this experience, the Guild recognizes that the proposed "Federal Intellec- 
tual Property Security Act" ("FIPSA") and "Security Interest in Copyrights Financ- 
ing Preservation Act ("SICFPA") each contain features that would clarify existing 
legal rules concerning the perfection and relative priority of security interests in in- 
tellectual property. Such clarification is a favorable development for secured credi- 
tors in general, including the Guild, and may well facilitate further lending activity 
in the intellectual property industries. But this area of the law is inherently dif- 
ficult, as the nature of intellectual property requires attention not only to rules for 
perfection and priority of security interests, but also demands attention to the man- 
ner in which such intangible property is defined and registered for copyright, so that 
chain-of-title problems do not frustrate the intent of secured parties, their debtors, 
and copyright owners in general. Nevertheless, the Guild finds much of merit in 
each proposal. 

The Guild welcomes consideration of well-crafted legislation that addresses these 
problems. We enclose a memorandum discussing the legislative proposals in more 
detail and hope to participate in any revision of legal rules in this area. 

Sincerely, 
WARREN ABLER, Associate NationtU Executive Director. 

MEMORANDUM 

TO: Honorable Howard Coble 
FROM: Geffiler & Bush 
DATE: June 23, 1999 
RE: Security Interests in Intellectual Property—Guild Issues 

The Directors Guild of America, Inc. ("DGA") and the Screen Actors Guild, Inc. 
("SAG") (collectively, the "Guilds"), as the respective collective bargaining represent- 
atives for over 10,000 directors and 8 0,000 actors in connection with production of 
motion pictures, wish to register their interest in the unfolding debate concerning 
legislative revision of the legal rules governing perfection and priority of secxirity 
interests in motion pictures. The Guilds believe that clarification of these rules, 
which inherently attempt reconciliation between concepts associated with Copyright 
and the Uniform Commercial Code, will be useful to many intellectual property con- 
stituencies in general, and to the motion picture industry in particular, but urge 
careful consideration so that any changes lead to a system that functions better- 
rather than merely differently—for all concerned. 

The proposed F'ederal Intellectual Property Security Act ("FIPSA") and Security 
Interest in Copyrights Financing Preservation Act ("SICFPA") are of great interest 
to the Guilds. Each Guild routinely obtains security interests in motion picture col- 
lateral from film and television producers in order to enforce a variety of collective 
bargaining obligations arising from employment of Guild-represented personnel in 
production of motion pictures. Producers bound to Guild collective bargaining agree- 
ments are often required to grant each Guild a security interest in all underlying 
rights and in the proceeds derived from exploitation of the motion pictiu-e in order 
to secure Producer's performance of collective bargaining obligations over the eco- 
nomic life of the film. These security interests generally parallel those obtained by 
banks to ensure repayment of loans to finance the picture's production, and the 
Guilds typically subordinate their security interests to such banks until the bank 
is paid in full. In normal course the bank loans are quickly repaid, and the Guilds 
then stand as senior secured creditors in, among other things, tne picture's underly- 
ing copyright and related proceeds. Literally thousands of Guild liens are presently 
of record, and hundreds more are obtained each year, all of which secure perform- 
ance of collective bargaining obligations to tens of thousands of actors and directors. 

The Guilds find much of merit in SICFPA and FIPSA. Each proposed would en- 
hance the ability of secured creditors to obtain the full benefit of their security inter- 
ests by decreasing the risk, under National Peregrine Inc. v. Capitol Fed. Savings 
and Loan Assoc. of Denver, 116 B.R. 194 (CD. 1990), that bankruptcy trustees act- 
ing as hypothetical lien creditors will take priority over a secured creditor simply 
because such creditor failed to record its interest with the Copyright Office. Both 
SICFPA and FIPSA eliminate the possibility that secured creditors will be relegated 
to unsecured status if they have not perfected their security interest throu^ rec- 
ordation with the Copyright Office. 

Through reference to state law rules concerning priority and perfection of security 
interests and consequent elimination of copjrright registration as a prerequisite for 
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recordation of a security interest in a given work, each proposal would also allow 
secured creditors to obtain the full benefit of "after-acquired property" clauses and 
floating liens. These long-established concepts—which are intended to ensure that 
the collateral base encumbered by a security interest includes property that a debtor 
subsequently acquires—can be defeated in the realm of intellectual property 
throu^ actions beyond control of secured parties. For example, under likely inter- 
pretation of existing case law, a security interest could be void where the debtor 
failed to register a work in the Copyright Office prior to granting a lien to the se- 
cured creditor. Debtors can also argue that a security interest in a screenplay does 
not reach the resultant motion picture, or that security interest in version "1" of 
computer software does not reach version "2." FIPSA and SICFPA each address 
these problems in a constructive manner that would enhance the availability of 
credit and business opportunities in intellectual property industries and also provide 
greater protection for Guild-represented employees. 

FIPSA features further benefits to secured creditors, including clarification that 
security interests in intellectual property remain effective notwithstanding the sale, 
license or other disposition of intellectual property rights. Finally, through resort to 
state filing systems, each proposal will facilitate recordation of security interests 
within a couple of days in most state offices, a result that cannot currently be 
matched where Copyright Office filings must be correlated to specific works rather 
than the identity of debtor entities and take several months to clear. 

But while FIPSA and SICFPA feature significant benefits to Guild interests, there 
are also some problems that could be resolved consistent with the stated objectives 
of the legislation. Neither proposal eliminates the need for dual filings in the Copy- 
right Office and with applicable states. Secured creditors are well-advised to file 
under both tracks if they hope to ensure maximum protection in priority disputes 
with other creditors and if they intend to maintain security interests in the physical 
elements, as well as the copyright, of a motion picture or other intellectual property. 

FNirther copsright issues presented by the current language of FIPSA include: 
• Whether the Copyright Office has or will be provided the resources to develop 

and administer the proposed new filing system. 
• The precise meaning of "ineffective" in determining priority between secured 

parties and transferees under FIPSA §3(bK2KB)—does it relate to attachment 
or priority of security interests? 

• Whether "ownership" imder FIPSA §3(bK2XBKi) relates to ownership of 
ri^ts in a Federal Intellectual Property Right, or ownership of the Federal 
Intellectual Property Right as a whole. 

• Clarification of who must execute a federal financing statement under FIPSA 
§3(bX3XA). 

• Utilization of a "seriously misleading" standard in determining when a fi- 
nancing statement must be refiled due to a change in a debtor's name; this 
may be difficult to police and to evaluate in the event of disputes, and refiling 
will be a new and cumbersome burden on secured creditors. 

• The need to clarify what precisely constitutes filing under § 3(bK4KA)(i), so as 
to avoid confusion over priorities derived fix)m performance of time-sensitive 
formalities. 

• Revision of 17 U.S.C. § 205<f) in a manner ensuring that constructive notice 
through Copyright Office filings will not be eliminated in connection with 
§4001 of the Digital Millennium Copyright Act (28 U.S.C. §4001), governing 
assumption of certain collective bargaining obligations. 

Finally, the Guilds recognize that chain-of-title issues may become more complex 
under both Proposals where secured parties may record security interests in parallel 
recording schemes and may record security interests that reference intellectual 
property in general rather than enumerating of specific works. These issues may be 
of paramount importance to copyright owners and are not without significance to 
sectired creditors who require clean chain-of-title in order to ensure the priority and 
perfection of their liens. 

In sum, the Guilds beUeve the current system for recordation and perfection of 
copyrights in motion pictures and other intellectual property needs improvement. It 
remains to be seen whether either SICFPA or FIPSA are ideal vehicles for any 
change in this area. 
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PREPARED STATEMENT OF Q. TODD DICKINSON, ACTING ASSISTANT SECRETARY OF 
COMMERCE AND ACTING COMMISSIONER OF PATENTS AND TRADEMARKS 

Mr. Chairman and Members of the Committee: 
Thank you for providing us with this opportunity to present the views of the Ad- 

ministration on the draft bill regarding federal recordation of security interests in 
federal intellectual property rights. 

The U.S. Patent and Trademark Office (PTO) supports efforts to provide certainty 
and efficiency when it comes to establishing, maintaining, recording, and transfer- 
ring rights in intellectual property. However, the Administration has a number of 
concerns about the approach taken in the draft bill. Accordingly, we cannot support 
the bill as currently drafted. 

The stated purpose of the draft bill is to "make substantive and procedural 
changes to the law in order to provide uniformity and certainty and to facilitate fi- 
nancing of Federal intellectual property, consisbent with the rights of owners and 
assignees of interests in such property." Since courts have identified different re- 
quirements for perfecting notice with respect to copyrights versus patents and/or 
trademarks, this bill would create a federal financing statement for recording secu- 
rity interests in Federal intellectual property. Filing the federal financing statement 
would provide nationwide notice to all interested parties of the security interest in 
a ptirticular intellectual property or properties. 

Our comments will focus on the administrative issues raised by the draft bill. 
First, proposed Section 3(e) would permit the creation of three separate information 
databases, maintained by the Copyright Office, the PTO, and the Plant Variety Pro- 
tection Office (in the Department of Agriculture), respectively. If the goal of the pro- 
posed federal finance statement is to make searching for securiW-interest informa- 
tion quick and easy, it is logical that a single database, rather than three separate 
databases, would fulfill this purpose. Although the current bill leaves open the pos- 
sibility of a single unified database, we believe it would promote efficiency if the bill 
would mandate a single database tmd identify the agency responsible for its set-up 
and maintenance. 

Second, and related to the issue of establishing one or more databases, we must 
note that even if this legislation is enacted, creating these databases will only be 
possible if sufficient funding is appropriated. An unfunded mandate will only burden 
the customers of the three Offices by diverting funds that would otherwise be spent 
on existing services. As currently drafted, the proposed bill is silent on the subject 
of fimding these new costs. 

Although we have identified two areas where more specificity would be helpful, 
as an overall matter, the Administration would prefer that the legislation be written 
in more general terms. Guidelines, rather than specific provisos, would ensure that 
the responsible agency would have the flexibility to implement the bill and to mod- 
ify its practices as necessary over time. PTO's experience in running large database 
systems suggests that it is better not to fix details in legislation, especially where 
turn-around times, fees, and methods of processing data are concerned. Therefore, 
fees charged in connection with federal security interest filings should be set by reg- 
ulation, not by statute, to permit market-type flexibility in recovering costs or pass- 
ing on savings. Tum-aroimd times, such as those marked in Section 3(bX4XA)(ii) of 
the proposed bill, shoiild also be set by internal regulation, keeping in mind the im- 
portance of prompt availability. 

With specific respect to the PTO, the draft bill would have the following impact. 
The PTO presently has an automated system for recording the chain of title relat- 

ing to specific property interests, as identified by their relevant application, registra- 
tion, or patent number. The draft bill would require indexing by debtor name and 
assignment of a number unrelated to the current application/registration numbering 
systems used by the Patent and Trademark operations. (Section 3(b)(4XAXii)). 
llierefore, the PTO would either have to substantially modify its current automated 
system, or build an entirely new system. In either case, the security-interest system 
would have to coordinate with the current assignment system to ensure complete 
access to all security-interest information. 

The PTO estimates that it would take at least 18 months to create and implement 
the required database. If paper filings as well as electronic submissions are accept- 
ed, total start-up costs and costs for one year's worth of operation would be over 
$7 million. We estimate that annual operating costs would average $5,000,000 per 
year. Fees would have to be set to recover operating costs. 

The draft legislation would permit the filing of a "federal financing statement" 
even before a trademark, patent, or copyrightaole work has been created or an ap- 
plication filed. This legal aspect of the proposed bill would represent a significant 
change in practice for the PTO, the Copyright Office, and the Department of Agri- 
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ciilture. With specific respect to trademarks, the proposed legislation would allow 
security interests to be an exception to the grantmg of rights in an intent-to-use 
(ITU) application. (3(b)(5). The purpose of prohibiting assignments of ITU applica- 
tions, except to a successor in interest, is to avoid trafficking in marks. Although 
not specifically an issue for the PTO, it is clear that debtors could file ITU applica- 
tions, grant a security interest in exchange for a loan, and default on the loan. Pre- 
sumably, the only collateral value would be the $245 filing fee. 

The proposed legislation would also permit charging fees "in the same manner as 
the other fees charged by that office." 3(g). Since some PTO fees are set by statute 
and others by regulation, it is unclear which fee mechanism should apply. The PTO 
would prefer that the fees be set by regulation, to permit market-type flexibility in 
recovering costs or passing on savings. The bill is silent on whether funds would 
be provided to establish the database. 

The bill proposes minor amendments to Section 10 of the Trademark Act and to 
35 U.S.C. §261 of the Patent Act to make clear the effect of filing a "federal financ- 
ing statement." 

We note that many of the legal and practical issues raised by the Federal Intellec- 
tual Property Security Act may be addressed by a study to be comoleted by the 
Franklin Pierce Law Center in cooperation witn the PTO. The study, mandated 
under P.L. 105-277 and Senate Report 105-235 (S.2260), will assess the feasibility 
of establishing a centralized intellectual property registry. The study shall assess 
and define the technical, economic and legal requirements associated with such a 
centralized registry. Federal recordation of security interests in federally created in- 
teUectual property rights appears to be an important area of focus for this Congres- 
sionally manaated study. We would therefore suggest that the results of the "Frank- 
lin Pierce" study, due in early 2000, be taken into account as this draft bill moves 
through the legislative process. 

As a final matter, we note that international discussions in .the area of electronic 
registries for security filings, particularly at the United Nations Commission on 
International Trade Law (UNCITRAL), are underway. Therefore, consistency with 
any international developments and obligations should be taken into account as this 
draft bill moves through the legislative process. 

We look forward to working with the Committee to craft a bill that provides serv- 
ice, certainty, and efficiency to security-interest recordation constituents, without 
jeopardizing the services available to our existing Patent and Trademark Office cus- 
tomers. We also note that the Department of Agriculture continues to evaluate the 
draft bill and may have fiirther comments. 

PREPARED STATEMENT OF JOHN C. HOLLAR, EXECUTIVE VICE PRESIDENT, LEARNING 
VENTURES, PUBUC BROADCASTING SERVICE 

Mr. Chairman and Members of the Subcommittee, I am John Hollar, Executive 
Vice President of Learning Ventures at the Public Broadcasting Service. I am 
pleased to have the opportimity to tell you about distance learning programs at 
PBS, and to share our response to the Copyright Office Report on Copyright and 
Digital Distance Education. 

Let me first commend Register of Copyrights Maiybeth Peters and her staff for 
the balanced report to Congress analyzing the copyright law applicable to distance 
education in the midst of rapid technological change. As defined by the Copyright 
Office, distance education is fundamentally "a form of education in which students 
are separated from their instructors by time and/or space."' The revolution in dis- 
tance education that began with educational broadcasting has become the quantum 
leap forward of the Internet. Because we are deeply involved in the fusion of these 
media for educational purposes, PBS has a great interest in the Cop)rright Office 
proceeding. We thsuik the subcommittee for allowing PBS to participate in this hear- 
ing. 

PBS DISTANCE LEARNING ACTIVITIES 

At PBS, education is at the core of our mission. PBS is a nonprofit, noncommer- 
cial enterprise that makes a vast quantity of educational, cultural and informational 
content available in broadcast, print and electronic formats to its member television 
stations throughout the United States.^ We provide programming and related serv- 
ices to 349 noncommercial stations in all 50 states, Puerto Rico, the U.S. Virgin Is- 

' U.S. Copyright Office, Report on Copyright and Digital Distance Education (May 1999) (here- 
inafter/ieport] at 10. 

'PBS was created by the Public Broadcasting Act of 1967. codified at 47 U.S.C. 390 et seq. 
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lands, Guam, and American Samoa. Nearly two-thirds of public television station 
licensees are universities or state and local governments. Each week, more than 97 
million Americans watch and learn from PBS programming, teacher's guides, out- 
reach efforts and web sites. 

PBS is the leading television resource for classroom programming for adults and 
children. More teachers nationwide use programs from PBS in the classroom than 
from any other source.^ More than two million teachers and 70,000 elementary and 
secondary schools—serving some 30 milUon elementary and secondary students—in- 
tegrate PBS services into their curriculum. The trends are even more dramatic for 
post-secondary and adult learning students. As the Copyright Office noted in its Re- 
port, "telecourses" distributed by PBS have had a large audience since the 1950s 
and continue to expand. In 1996, more than 400,000 students were enrolled in PBS 
telecourses, as compared to 55,000 in 1981, according to the National Center for 
Education Statistics.'' 
PBS is Actively Embracing Digital Technology 

Public television stations pioneered the nation's first distance learning programs, 
using both traditional terrestrial broadcast and instructional television fixed service 
(ITJa).'' Today, to fulfill our congressional mandate of bringing PBS's educational 
content to all Americans, we use satellite, cable, videocassettes, and compressed dig- 
ital video, and, of course, the Internet. 

PBS is embracing digital technology and developing strategies for its use in meet- 
ing our educational and public service mission. Wnile all television broadcasters are 

niired under new FCC rules to have digital broadcasts on air no later than May 
003, PBS and its stations were the first to develop adl-digital networks and tech- 

nical facilities, and played a leading role in developing digital broadcast trans- 
mission standards. In 1998, we laundied regular broadcasts of high-definition pro- 
gramming and successfully broadcast the world's first digitally enhanced progreim- 
ming. We look forward to another breakthrough by our member stations: the digital 
multicasting of standard definition programming so that, for example, a single sta- 
tion can carry on a single digital channel its current programming plus a dedicated 
children's channel, a dedicated adult lifelong learning channel, and a dedicated local 
programming channel. 

We are doing even more to fiise television and video programming into new, inteiv 
active online content. PBS ONLINE, one of the leading web services in the country, 
is pioneering the integration of broadcast television, images, audio and information 
into a complete multimedia learning experience for home and school. More than 6 
million unique users a month spend time with PBS ONLINE, including tens of 
thousands of teachers, children and adult learners each day. The Internet provides 
the powerful "feedback loop" between our educational content and end users that 
has never existed before. 

Recognizing the importance of these new technologies to fulfilling our mission, 
PBS President Ervin Duggan formed PBS Learning Ventures in 1995 to accelerate 
development of our lifelong learning, classroom and new media services for pre- 
school, K-12 and adult learners. As just one example of our digital distance edu- 
cation activities, some 5 million Americans have enrolled in PBS ADULT LEARN- 
ING SERVICE telecourses and teleWEBcourses (which combine telecourse video 
and digital online instructional elements). Other programs include GOING THE 
DISTANCE, which provides adults the opportunity to earn full degrees using dis- 
tance education; ADULT LEARNING SA'TELLITE SERVICE, which digitally trans- 
mits via satellite to universities, schools and libraries who download and record pro- 
grams; and LITERACY LINK, which provides video and online instruction in read- 
ing, writing and arithmetic under a grant from the U.S. Department of Education. 
We foresee a tremendous expansion of these services in the next decade. 

Public television stations work with schools and government to provide distance 
education throughout the nation. In rural Iowa, college degrees are accessible 
through the Iowa Communications Network. The Kentucky Authority for Edu- 
cationad Television has partnered with K-12 schools, higher education facilities and 
state agencies. In College of the Air, a partnership of Maryland Public Television 
and 33 colleges and universities throughout Maryland, Northern Virginia, Delaware 
and parts of Pennsylvania, individuals earn college credits toward a degree. Seven- 
teen thousand students have earned college credit through telecourses offered by 

^ Cable in the Classroom national survey (June 1998). 
* National Center for Education Statistics, U.S. Department of Education, Internet Accesa in 

Public Schools and Classrooms: 1994-1998 (Issue Brief, Feb. 1999), cited in Report, supra note 
1, at 13, 13 n. 23. 

° Use of ITFS is restricted by the FCC to noncommercial educational institutions. 
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WHYY in Philadelphia and the Delaware Valley Distance Learning Consortium, an 
aUiance of 26 colleges and universities. The Nlississippi Authority for Educational 
Television helps meet education needs in that rural state.^ 

PBS Comments on Copyright Law Recommendations 
In the Digital Millenium Copyright Act (DMCA),' Congress asked the Copyright 

Office to recommend ways to "promote distance education through digital tech- 
nologies, including interactive digital networks, while maintaining Ein appropriate 
balance" between the rights of copyright owners and users. The Register was asked 
to consider "the need for an exemption from exclusive rights of copyright owners for 
distance education through digital networks."* 

Taking its cue from earlier legislative proposals and within a limited time frame, 
the Copyright Office report focuses principally on the "instructional broadcasting" 
exemption m section 110(2) of the 1976 Copyright Act,® but PBS notes that the con- 
gressional inquiry focuses more broadly on promotion of distance education through 
digital technologies and digital networks overall. There are a number of copyright 
provisions of vital importance to the educational mission of PBS and its member 
stations. As the Copyright Office observes, the computer is "the most versatile of 
distfuice education instniments,"'° but provisions in the copjoight law delineating 
educational uses for which permission is not required were written more than twen- 
ty years ago, before current digital technologies were in widespread use." Provi- 
sions on transmission of noncommercial educational programming should be exam- 
ined or updated in light of the new technology. 

The Instructional Broadcasting Exemption in Section 110(2) 
Under section 110(2) the performance of a nondramatic literary or musical work, 

or the display of any work, "by or in the course of a transmission," is exenipt if it 
is "a regulEU- part of the systematic instructional activities of a . . . nonprofit edu- 
cational institution;" is "directly related to the teaching content of the transmission;" 
and is made primarily for reception in "classrooms or similar places normally de- 
voted to instruction," or by persons whose disabilities or special circumstances pre- 
vent their attendance in classrooms or similar places, or by government officers or 
employees as part of their official duties.'^ 

The instructional broadcasting exemption in section 11(K2) was designed in part 
for "educational television or radio" entities i^ that transmit, with a participating 
nonprofit educational institution or governmental body, certain distance learning 
content for reception in a classroom, "a studio, a workshop, a gymnasium, a training 
field, a library ... or the auditorium" when used for systematic instruction''*; or 
for reception by persons whose "special circumstances" keep them out of a class- 
room, such as "preschool children, displaced workers, illiterates, and shut-ins."'^ 
Section 11(X2) "is intended to include instructional television college credit courses" 
Buch as "telecourses" aimed at "regularly enrolled" students "who are unable to at- 
tend dajrtime classes because of daytime employment, distance from campus, or 
some other intervening reason." '^ 

The exemption thus permits instructional broadcasters a range of distance edu- 
cation activities with respect to displays of works, and performances of literary and 
musical works. At the same time, PBS holds broad audiovisual rights in most of our 
distributed programming, and we represent the interests of our program producers 
and producing member stations in providing programming to the K-12 and adult 
education communities. Maintaining the proper copyright balance is, therefore, of 

* Further examples of public television distance learning services are provided with our writ- 
ten comments to the Copyright Office. See Comments of the Corporation for Public Broadcasting, 
Association of America's Public Television Stations, and Public Broadcasting Service. In the Mat- 
ter of Promotion of Distance Education Through Digital Technologies (Exhibit 1). 

'Pub. L. No. 106-304, 112 SUt. 2860 (1998). 
"W. §403. In response to Copyright OfTice inquiries, 63 Fed, Reg. 63,749 (1998); 63 Fed. Reg. 

71,167 (1998), PBS jointly submitted comments and reply comments with the Corporation for 
Public Broadcasting (CPB) and Association of America's Public Television Stations (APTS). 

^Report, supra note 1, at 143. 
'o/d. at 53. 
"W. at 1-2. 
>217 U.S.C. 8110(2) (1976) (emphasis added). 
"See H.R. Rep. No. 94-1476 at 83 (1976). See also Melville B. Nimmer and David Nimmer, 

Nimmer on Copyright §8.15(CH11, (CI14] (section 11(K2) exemption covers transmission by a 
noncommercial educational broadcasting station or other transmitting entity with a nonprofit 
educational institution or government body). 

•••H.R. Rep. No. 94-1476 at 82-83 (1976) (reference to "classrooms or similar places" has same 
meaning as in section 11(X1)). 

"W. at 84. 
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concern to PBS. The important task, in our view, is to begin to examine specific 
copyright law provisions and exemptions as they affect distance education in the 
digital environment. 

Digital Tranamission under Section 110 
The Register of Copyrights recommends updating the instructional broadcasting 

exemption in section 110(2) to clarify that the same performances and displays the 
provision has always permitted may also be delivered by means of digital tech- 
nologies. To accomplish this, the Copyright Office has three recommendations. First, 
the Register recommends clarifying that a "transmission" may be digital. Notably, 
the Copyright Office urges that the term "transmission" in section 110(2) should be 
clarified through legislative history rather than statutory amendment: "Because the 
term does not specify any particular technology, we interpret it to cover trans- 
mission in any form, including digital. Amending the statute to add the words 'digi- 
tal or analog* is therefore unnecessary, and risks implying that references to 'trans- 
mission' elsewhere in the Copyright Act are limited to analog transmissions." ^'' The 
Office notes that the definition of "transmission" in section 101 of the Act is techno- 
logically neutral, covering communication "by any device or process whereby images 
or sounds are received beyond the place from which they are sent" and should there- 
fore include digital transmissions.i* 

Second, the Register recommends permitting the transient copies that are nec- 
essarily created by intermediate RAM storage as a work is performed or displayed 
by digital transmission. As described in the Report, transient copies are created in 
a computer's random access memory as digital information is transported over a dig- 
ital network, so that even where there is 2in applicable exemption from the perform- 
emce or display right, a transmission online may implicate the reproduction right 
as well.'^ According to the Copyright Office, these temporary copies occur along the 
network even with video or audio "streaming" (i.e., real time transmission) even 
though no complete copy is reassembled on the recipient's computer.^o The Office 
would permit these temporary copies as part of legitimate distance education under 
110(2). 

Third, to permit the section 11(X2) exemption to be used in asynchronous distance 
education, the Office would add a new ephemeral recording exemption in section 112 
of the Copyright Act to permit an educator or other entity to upload a copyrighted 
work onto a network server for subsequent transmission to students under the con- 
ditions set out in 110(2).^' 

PBS supports the Register's recommendation to confirm through legislative his- 
tory the applicability of the copyright law exemptions to digital transmissions. One 
goal of the copyright law revision in the 1970s was to crstft a statute flexible enough 
to accommodate new technologies.^^ 

'''Report, supra note 1, at 146 (emphasis added). See aiso Melville B. Nimmer and David 
Nimmer, Nimmer on Copyright §8-15[C][ll (transmission in 110(2) includes not only radio and 
television broadcasU over-the-air but communication by any device or process). 

>»W. at 83. 
'9W. at 70-71 (citing MAJ Sys. Corp. v. Peak Computer, Inc., 991 F.2d 511 (9th Cir. 1993), 

cert, dismissed, 114 S.Ct. 671 (1994)). 
20 W. at 71 n. 159. 
'I Section 112(b) already permits a nonprofit organization, such as an instructional broad- 

caster, entitled to perform or display a work under section 11{X2) to make up to 30 copies of 
a particular transmission program embodying the performance or display under 110(2). Accord- 
ing to the legislative history, an organization that has made copies under 112(b) may use one 
of them for purposes of its own exempt transmissions under section 110(2), and may do so re- 
peatedly in any number of transmissions for seven years from the date the program was first 
transmitted to the public. H.R. Rep. No. 94-1476 at 103-04 (1976). The Office believes this pro- 
vision might not permit the indennite number of transient RAM copies generated by digital 
transmission from the server copy. Report, supra note 1, at 94. 

The Office observes that allowing a network server copy for asynchronous access could dis- 
place sales. Id. at 148. See also H.R. Rep. No. 94-1476 at 103-04 (1976) (discussing effect of 
ephemeral recording exemption on educational video market). To address this, the Office would 
require the server copy to be made from a lawfully acquired copy, with all technological protec- 
tions intact; allow the server copy only for duration of the course, with no further copies made 
fitjm it "except for the transient technologically necessary copies that would be permitted by sec- 
tion 11(X2)''; and replace the requirement of "systematic instructional activities" with a "medi- 
ated instruction" requirement such that the performance or display is made at the direction of 
an instructor. Report, supra note 1, at 148, 161, which PBS believes could narrow the exemp- 
tion. See H.R. Rep. No. 94-1476 at 83 (transmission need not be related to specific course wont 
if in accordance with pattern of systematic teaching methods established by the nonprofit edu- 
cational institution or government body). 

•'^See H.R. Rep. No. 94-1476 at 51 (1976). 
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Digital TVansmisskm under Section 118 
In this context, we would bring to your attention the statutory license in section 

118 for certain uses by public broadcasting entities of published nondramatic musi- 
cal works, or pictorial graphic and sculptural works, in the course of a transmission 
made by a noncommercial educational broadcast station, subject to the terms of any 
voluntary, industry-wide license agreement. The legislative history reflects that pub- 
lic broadcasting should be assured "access to cop3rrighted materials at reasonable 
royalties and without administratively cumbersome and costly 'clearance' problems 
that would impair the vitality of their operations" and that public broadcasting 
"^ay encounter problems not confronted Dy commercial broadcasting enterprises, 
due to such factors as the special nature of programming, repeated use of programs, 
and, of course, limited financial resources." ^3 The idea was not to "subsidize public 
broadcasters," but to "assure a fair return to copyright owners without unfairly bur- 
dening public broadcasters." ^'^ 

Music performing and mechanical rights societies have asserted that programs in- 
corporating musical works under section 118 licenses may not be transmitted in new 
media without further Ucense. Public broadcasters have faced the challenges in ob- 
taining licenses for digital uses that some reported to the Office during the study 
of digital distance education.^^ Licensing issues have become ever more complex as 
technology has evolved and programs must be cleared for different distribution 
methods. While satellite digital broadcasts may be adequately addressed in other 
provisions of the Cop)rright Act, it would be helpful ana in the pubhc interest for 
Congress to clarify that licenses for "transmission' by public broadcasters under sec- 
tion 118 may include other digital transmissions.^^ As the Copyright Office states 
in its report, "Where a statutory provision that was intended to implement a par- 
ticular policy is written in such a way that it becomes obsolete due to changes in 
technology, the provision may require updating if that poUcy is to continue. Doing 
so may be seen not as preempting a new market, but as accommodating existing 
markets that are being tapped by new methods." ^^ 

Digital TYansmissions under Section 114 
PBS was also pleased that the Cop)rright Office took note of public broadcasting's 

exemption with respect to sound recordings in section 114(b), under which the re- 
production, distribution and derivative work rights in section 106(l>-(3) do not 
apply to sovmd recordings included in "educational television and radio programs" 
distributed or transmitted by or through "public broadcasting entities," so long as 
copies or phonorecords of me programs are not commercially distributed by or 
through public broadcasting entities to the general public.2" The Office observed 
that there is no exemption in 114(b) fi-om section 106(6), such that in "the digital 
world" the performance right "would still apply." ^^ While the Office is correct that 
the public broadcasting exemption for sound recordings in 114(b) does not specifi- 
cally mention the digital performance right in 106(6), when Congress added the digi- 
tal performance right for sound recordings in 1995 it expressly excluded the trans- 
mission of an audiovisual work from the definition of "digital audio transmission." 3° 
In so doing, it intended "to make clear that the performance right . . . applies only 
to digital transmissions of sound recordings and that nothing in the bill creates any 
new copyright liability with respect to the transmission of a motion picture or other 
audiovisual work, whether digital or analog, whether subscription or nonsubscrip- 
tion, and whether interactive or noninteractive."-''' In its essential function of deliv- 
ering noncommercial educational and cultural audiovisual programming, therefore, 

^Id. at 117-18. 
"Id. 
^See Report, supra note 1, at 41-44. 
^The Report distinguishes between "digital transmissions" (reproduction over networks that 

automatically create intermediate copies) and "digital broadcasts" (which may be communicated 
by satellite, microwave or cable ana which do not involve automatic creation of intermediate 
copies and are therefore from a copyright perspective more similar to analog broadcasts than 
to online transmission). Id. at 84. This distinction may become tenuous as digital technologies 
evolve and converge. Section 118<dK2)-(3) permits reproductions "for the purpose of trans- 
missions" including "'interconnection' activities serving as a technical adjunct to such transn- 
dssions, such as the use of satellites or microwave equipment." H.R. Rep. No. 94-1476 at 119 
(1976). 

^''Report, supra, note 1, at 144-45. 
!»See id. at 97 (citing 17 U.S.C. § 114(b)). 
»W. at 98. 
30See 17 U.S.C. § 114(j) (definition of "digital audio transmission"). 
3>S. Rep. No. 104-128 at 33 (1995). See also id. at 16 ("digital transmission of audiovisual 

works not covered by act"). Accord, H.R. Rep. No. 104-274 at 25 (1995). 

62-500   O-00~5 
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public television is exempt from the digital performance right in sound recordings.^^ 
To the extent that the reproduction ri^t may be implicated through Internet trans- 
mission by intermediate RAM storage, that problem does not exist for sound record- 
ing incorporated into programs "transmitted by or through public broadcasting en- 
tities" because under 114(b) the reproduction, distribution and derivative work 
rights do not apply. ^^ 

MAINTAINING THE PROPER BALANCE 

Notwithstanding the continuing vital importance of these exemptions to the edu- 
cational mission of public broadcasting as it enters the digital era, PBS is not en- 
tirely on the "user" side of the copyright equation. PBS favors most of the techno- 
logical safeguards called for by the Copyright Office to protect copyrighted works 
u^ in distance education from new risks posed by new technology. The report cites 
a niuiber of protections: passwords, encrvption, firewalls, digital watermartung, dig- 
ital containers (such as Adobe Acrobat), physical objects (such as laser discs or 
DVDs) provided only to authorized users, and videostreaming formats that never 
create a whole copy on a user's computer, thereby inhibiting downstream uses.^ 
PBS's m^or producers and stations already employ many of these safeguards to 
prevent unauthorized uses. Some use encryption or digital fingerprinting for sat- 
ellite delivered telecourses. Password protection is not uncommon on Internet sites. 
Provision of physical videocassettes or DVDs is standard practice, and secure 
videostreaming is imminent. As technology improves, the security of digital distance 
education programs will improve. PBS is participating in the Instructional Manage- 
ment System project, a cooperative effort among corporate, non-profit, and govern- 
ment organizations (including the National Institute of Standards and Technolorgy 
and U.S^ Department of Defense) to develop open technological standards for in- 
structional systems and content for the digital learning environment. These stand- 
ards will help educators and students find educational materials on digital networks 
and identify the source, facilitating copyright protections and permissions for mate- 
rial made available in the digital environment. PBS also provides information on 
copyright law for its member stations and for educational institutional users of PBS 
programming. 

Digital Fair Uses 
PBS recognizes that technolo^es that place copyrighted works under lock and key 

may also inhibit legitimate "fair uses" in the oigital environment. We agree with 
the (Copyright Office that a clarification that fair use applies in the digital environ- 
ment would be welcome and helpful to teachers and students.^^ PBS was a partici- 
pant in the Conference on Fair Use (CONFU) discussions on digital fair use guide- 
lines. While we have not endorsed the proposed Educational Multimedia or Distance 
Learning Guidelines, we are generally supportive of the concept and believe they 
may provide some guidance for application of fair use principles oy educators, schol- 
ars and students who develop educational multimedia projects using portions of 
copyright works, or who engage in distance learning activities. We endorse the fair 
use on-air taping giiidelines that allow nonprofit educational institutions to record, 
use and store certain television broadcasts for limited periods and under certain 
conditions. PBS generally secures from producers, and grants to educational institu- 
tions, taping rights that exceed the fair use guidelines to permit retention and use 
by an educational institution for a fiill year. 

The Report suggests that availability of the 11(K2) exemption be conditioned on 
use of measures to control unauthorized access and uses, and an obligation not to 

^'Congress may wish to consider placing a limitation from 106(6) in 114(b) to assist all public 
broadcasting to fully pursue its activities tnraugh Internet transmission. Alternatively, Congress 
could include a statutory license in section 114 for "digital audio transmissions" by public broad- 
casters (whose primary purpose is transmitting noncommercial educational and cultural pro- 
gramming), or add sound recordings to the categories of works in section 118. Otherwise, the 
problem of negotiating; licenses for sound recordings will be diflicult for public broadcasters, be- 
cause in contrast to licenses for musical works under section 118, section 114<eK2) limits nego- 
tiations by common entities for rates and terms. As the Copyright Office notes with respect to 
section 110, there was no performance right in sound recoroings when exemptions and licenses 
for nonprofit educational broadcasting In sections 114<b) and n8(d) were enacted. See Report, 
tUDra note 1, at 79, 156-57. 

^Also exempt under section 114(d) are nonsubscription radio or television broadcast trans- 
missions by PCC-licensed terrestrial broadcast stations; simultaneous retransmissions of such 
television broadcasts; and some retransmissions of such radio broadcasts, including nonsubscrip- 
tion terrestrial broadcast retransmissions of noncommercial educational and cultural radio pro- 
grams, whether or not simultaneous. 

^Report, supra note 1, at 50, 59-60, 65-66. 
"See id. at 162. 
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interfere with standard technological protections applied to a work.^ Technological 
safeguards are important. However, the Digital Millenium Copyright Act already 
contains significant requirements in this regard.^'^ As standard technological protec- 
tions come into place, PBS does not oppose the Copjrright Office suggestion that 
Congress consider expanding the category of works covered by section 110(2) to in- 
clude portions of audiovisual works and sound recordings,^^ to the extent that a 
noncommercial educational broadcasting entity could transmit a PBS VIDEO clip, 
or a small portion of a sound recording from PBS RECORDS, where the perform- 
ance or display of the work is "directly related and of material assistance to the 
teaching content of the transmission." Even in our capacity as rights holder, we be- 
Ueve this use would under certain circumstances be consistent with the purposes 
of section 110(2) and the proposed fair use guidelines for distance education and 
educational multimedia, so long as portions permitted are reasonable; developing 
specific guidelines as to fair uses under section 107 is another approach. 

Common educational objectives 
As the Copyright Office states, the distance learning "goal is to permit instruction 

to take place anywhere." ^^ PBS shares this gotd. The Report recommends replacing 
as outdated the requirement in section 11(X2) of a physical classroom with a re- 
quirement of "official enrollment" and limiting transmissions "solely, to the extent 
technologically feasible" to students enrolled in the particular course for which the 
transmission is made.^° Section 11(K2) currently permits transmissions to a class- 
room or similar place normally devoted to instruction, and to persons whose special 
circtimstances prevent their attendemce in classrooms, such as preschoolers, dis- 
placed workers, iUiterates, shut-ins, and "regularly enrolled students" with "daytime 
employment, distance from campus, or some other intervening reason."^' The trans- 
mission must be made "primarily" for reception by such groups, or by government 
personnel, and need not be related to specific course work if part of the institution's 
systematic teaching methods.^^ Thus, section 110(2) may already accomplish the 
distance learning goal, while permitting a nonprofit educational institution or, gov- 
ernmental body to engage in "transmissions providing systematic instruction to . . . 
preschool children, displaced workers, illiterates and shut-ins" who may have lim- 
ited physical or technological access to educational resources.*^ Finally, we appre- 
ciate the Register's recommendation to maintain, subject to further study, the exist- 
ing eligibility requirements for the section 11(X2) exemption, which is available to 
"nonprofit educational institutions" and government bodies.** The Copyright Act, 
even in newer provisions added by the DMCA, contains several references to "non- 
profit educational institutions" and their special function in our society. PBS care- 
fully maintains its nonprofit status as it makes educational programming available 
nationwide. Even in the digital age, the concept of nonprofit, educational uses of 
copyri^ted works, rather than commercial uses of those works, continues to have 
currency and legitimacy. 

Mr. Chairman, I thank you for the opportunity to share the views of PBS. 

[The information referred to follows;] 

so/d. at 150-62. 
^See 17 U.S.C. §1201(aXl) (prohibiting circumvention of technological measures that control 

access to a copyrighted work); id. §1202 (b) (prohibiting intentional removal or alteration of 
copyright management information, or public performance of works knowing that copyright 
management information is removed or altered, without authority of copyright owner or law). 

^See Report, supra note 1, at 166. 
3»H. at 149. 
*^/d. at 149-60. 
*' H.R. Rep. No. 94-1476 at 83-84. 
«»W. at 83. 
«See id. at 84. 
**Repon, supra note 1, at 153-64. 
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INTRODUCTKW 

Over the pMt five ytui, the application of copyrigfat law to distance education using 

digital technologies bas become liie subject of public debate and attention in the United Stales. 

In the Digital Mnienniuin Copyright Act of 1998 (DMCA), Congress charged the Copyrigfat 

Office with responsibility to study the issue and repon back with leconunendations within six 

moodis. After an intensive process of idend^ring stakebolden, holding pid>lic hearings, 

soUcidng comments, conducting research, and consulting with expeiu in various fields, the 

Office has issued this Report. 

Part I of the Report gives an overview of the nature of distance education today. Part U 

describes cuneat licensing practices in digital distance education, iochiding problems and 

(iaure trends. Part in deacrties die stams of technologies relating to ttie delivery and 

protection of distance education materials. Part IV analyzes die applicatioa of current 

copyright law to digital distance education activities. Part V discusses prior initiatives 

addressing copyright and digital distance education. Part VI M«min>« ihe question of whether 

the law should be changed, first summarizing the views of interested parties and then providing 

the Copyright Office's analysb and recommendations. 

I.     THE NATURE or DISTANCE EDUCATION TODAY 

Distance education in die United States today is a vibram and burgeoning field. 

Although it is far from new, digital technologies have fostered a rapid expansion in recent 

yean, as well as a change in profile. The technologies used in distance education, dv 
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pofNiUtkMK served, (be Imtitutioas offering nich prognim, and the putnenfaipt thM b*ve 

emerfed differ in luuure and scale fiom earlier models. 

The most fondamemal definition of distance education is a fonn of educatioa in which 

students are sqnrated from their instnicton by time and/or space. Distance education b 

utilized in some form U every level of ibe educational spectrum, with the most extensive use in 

higher education. An individual course may contain both classroom and distance educatioo 

compcmeoa. Digital technology is used extensively fbr varied purposes and in varied ways, 

depending on the intended audience fbr the coune, and the availability and cost of the 

technology. The capabilities of the new technologies have made possible a mote intetattine 

experience that more closely parallels fkce-to-bce teaching-in effect creating a virtual 

classroom. Tbey have also made distance education courses mote convenient and better suited 

to die needs of different snidenls, inchiding by providing the benefits of both synchronous and 

asynchronous medioda. 

Distance education is reaching wider audienoet, covering all segments of the 

popolatioa. The college audience is increasing particularly rapidly, in part due to 

responsiveness to die needs of an older, non-traditional student population, as well as students 

in other countries. Studeas also include profeaaionals engaging in professional development 

or ttaining, and retirees. The expansion of the field has led to changes among providers, with 

courses offered by both nonprofit and fbr-profit entities, on both a nonprofit and fbr-ptofit 

basis, and through varieties of partnerships among educational instimtioos and corpontions. 

The fiederal government has been active in promoting the benefits of distance edocaiion, with 

recent legislation providing funding and recognitioo in various forms. 
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EducttiofiBl faMiutioiis ofRering dlttanee eduratioa dnw on Ifeniy retouices in tevenl 

wiys, '—•^'^'"i to provide support for online coones and to provide aocen to supplemenal 

maleriali in digital form. loatitutlonf are engaied in adapting copyright poUeka, trainiog 

badty and uafT, and wtirating sdidenia about copyriglii law. Tliey are increasingly seeking 

and obtaining formal accreditation. 

n.     LICENSING iWCOFYKIGBTKD WORKS 

AMwugh snbftaodal licensing activities are talcing place today in comection wilk (he 

provision ofmaterials 10 distance education students, so te reiativeiy few licenses are 

requested or granted for digital uses. Moat licensing lelalea to supplemental materials in 

analog form, or, increasingly, in digital form; the least common type of lioenaiag is for digital 

uses of copyrigfattd works incotporaled into the class itself. Moat of die works licensed for 

digital uae are textual materials; licenses for other types of content are nucb less (requeoL As 

an aUemaiive to seeking a license, an educational instihitionmay avoid the use of preexisting 

copyrighted works in distance educatioB coutsea, or may rely on exemptioat in the copyright 

law. There is wide diversity in licensing procedures among educational instioitions and 

copyright owners. In general, die more resources devoted to licensing, and the more 

centralized die reqwnaibility, the more efficient and suocessfiil the process. 

Many educational instittitions describe having experienced recurrent probleass with 

licensing for digital distance education, primarity involving difficulty locating die copyright 

owner, inability to obtain a timely response, or unieasooabie prices or other terns. The 

pcoMens ace r^oned lo be most aetious widi reject to journal articles aiai audiovisual 
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woifct. Tbqf tppear to be exacerbaled in the digital cooiBxt, which miy be expUined in pan 

by the petcepiioo of Gogyiight owoen tfatt the rbia of niiiuihorixed diuesdiiiiiaB ire greiier, 

and in pin by Ifae elementt of novelty Md unftmilierily. 

A aunber of trends may CKilitate the developmeiit of more etfiective digital liceming la 

dK near future, including advances in lecbooiogy used to protect works, the use of electranic 

copyright management information, and oidine licensiiig systems. New collective initiatives 

should also ease the licensing pcooess for maniy types of uses. As digital uses become more 

common and ftmiliar, copyright owners are becoming mcR Oexible. b is difficult to predict 

ibt exieot to which Ucensbig problcnH will subside or bow long the improvement will take, but 

given the current stale of development of these trends, a mote definitive evahiation will be 

possible in the next few years. 

nL     TECHNOLCXHESINVOLVBO IN DISTAL DISTANCE EDUCATION 

Technology diat hcilitates lioensfaig includes dK ability to attach information to a work 

in digital format, and online rights and permissions setvKes supporting a range of license and 

deliveiy fiinctions. A number of diflierea delivery technologies are used in distance education 

today, iochiding Daditianal media used u cany digital information, such u digital leleviskm 

broadcasts or videoconferencing. These may be used in combination with digital network 

technology, such as computer connectioas between students and instructors. 

The computer is the most versatile of distance education instnmieitfs, since it can 

perform the same fonction u a television or telephone, but also provide more imetactiviiy, 

deliver more content, and support more comprehensive service*. Computers can be used to 



138 

mitnut texa and gnplucs. eoanact usm in i variety of real-tiine uid uyndmMioui dialogue*, 

deliver messages benwen usen, and receive both audio and video tiansmissioni. 

There is no typical' digital distance education coune. Insinicton sometimes build 

courses from scratch, and s<Hiieiimes customize templates provided by commercial software. 

They may combine any or all of the technological toob available today, including e-mail, 

threaded discussions, chat rooms, whiteboard programs, shared applications, streaming video 

or audio, video or audio files, coarse management inftasiructure, links to webshes, and 

interactive CD-ROMs and DVI>-ROMs. In addition, programs for self-paced independent 

learning may be obtained from commercial vendors or through an educational institution. 

The need to provide technological security for copyrighted works in the digital 

environment has been recognized in all sectors, not just for distance education. Technology 

companies and contem providers are working to develop commercially viable protection 

technologies, and industries are collaborating to develop standards. Some technologies limit 

access to works; others prevent or detect uses of works after access. Each method varies in its 

cost and degree of security; although many are highly effective, none provides absolute 

certainty. The goal is to provide a high enough level of protection that the cost of 

circumvencion outweighs the vahie of access to the material prtjtected. 

Educational organizations can, and commonly do, limit access to students enrolled in a 

patticutor class or mstitution through several differem methods used separately or in 

combination: password protection, firewalls, screening for IP addresses or domain names, 

hardware comections, encryption, or ushig CD-ROMs as a delivery mechanism. 

After access has been gained, however, material is avaiUd>le to sudents for fiirther use. 
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uKludlns downloMlinf. or dectioBic difiribatkm. Technotogle* that •ddrest loch downttieam 

uses do exist todty, with levenl on tbe muket, othen expected to be released voy soon, and 

others projected for telease in tbe next year. Most, but not all, are '<^igfH»> to handle a single 

type of content. The most effective are secure coixaioer/proprietary viewer technologies, 

which allow copyright owners to set rules for tbe use of their worts, which are then attached 

to all digital copies, and prevent anyone ftom making a UK diat is not in accordance with tbe 

rules. For example, students could be allowed to view tbe work or print a single copy, but not 

to save it to disk or distribute it to otfaen electronkally. Stteamiag fotmats, whkh do not 

Eacilitaie die making of copies, and tbe use of low resohitioa digital copies, also offer some 

degree of protection against redtstributioa. 

Technologies for embedding information in digital works to UentiQr and track usage ait 

also in development and use, with tbe practice of digital watermarking tbe meet effective. 

Using cotmnercially available software or servKes, diese identifiers can be used as a search 

otgectto find unautborized copies of some types of works on tbe WorM Wide Web. 

Significant developmenis are occurring m aO of tbese areas, and a fiew generalizatiaas 

can be made. More ef5cient licensing mechanisms will become more widespread, and 

delivery systems will become mote efficieat. sopUstkaied and interoperable. Developmeiss in 

protecting content are harder to predict. In tbe near fiitnre it will be technically possible to 

protect works against both unautborized access and dissemination widi a high degree of 

effectiveness. Because it remains to be seen whether technologies to prevent downstream uses 

will gain widespread market acceptance, tbe extern to which they will be available in practical 

form for use in digital distance education at any given point in time is unclear. 
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IV.     APPUCATICm OF COPYKIGHT LAW TO DISTANCE EDUCATION 

Diffefem copyright righu aie implicated by different educational activities, depending 

in part on the technologies used. When a perfonnance or display of a work it accoiiq>lisbed by 

means of a digital oetwoilc transmission, temporary RAM copies are made in the computen 

through which the material passes, by virtue of the technological process. As a result, not only 

the rights of public performance or display are implicated, but also the rights of reproduction 

and/or distribution. This does not mean Aat the use is necessarily an infiingement. 

Permission to use the work could be granted by die copyright owner, either through an express 

license or implied from the circumstances. If not, the use may M within one of the various 

aeaftiooi in the Copyright Act. 

Three exemptions together largely define the scope of permitted uses for digital distance 

education: two qiecific taatructional exemptiont in section 110, and the fiur use doctrine of 

section 107. Sections 110(1) and (2) together were intended to cover all of the methods by 

which performances or diq>Uys in the course of systematic instractioa take place. Section 

110(1) exempts the performance or di^iay of any work in die course of fKe-to-face leaching 

activities. Section 110(2) covers the forms of distance education existing when the itanite was 

enacted in 1976, exeoipting certain performances or displays in die course of instroctkwal 

broadcasting. Both subsections contafai a mnber of Umitatiaas and restrictioas. In particular, 

the section 110(2) exenqition firom the perfoRuanee right applies only to noodramatic literary 

and musical works (akhoogh the display rigfaft exemption applies to all categories of works). 

Section 110(2) also contains limitations on the nature and content of the transmission, and die 

identity and location of die recipieois. The perfonnance or display must be made u a regular 

J:!=y 
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put of syitematic initnictlonal activity ^ a noniiroflt educational inniiutioa or governnienial 

body; it must be directly related and of material asfistance to the teaching cooteot; and It must 

be made primarily for reception in clastrooini or places of instruction, or to persons whose 

disabilities or other special citnmwianres prevent dieir atirnrtanrr in classrooms, or to 

government employees. 

As written, section 110(2) has only limited appUcatiott to courses offered over a digital 

network. Because it exeaixs only acts of perfonnaiKe or display, it would not authorire the 

acts of reproduction or distribution faivotved in tfab type of digital transmission. In addition, 

sudenu who choose to take a distance course without special circunwances diat prevent their 

attendance in classrooms may not qualify u eligible recipients. 

Fair use is the broadest and moat general limitation on die exclusive rights of copyright 

owners, and can exempt distance educatkm uses not covered by die specific instructional 

exenptiotts. It is flexible and technoiogy-neotial, and continues to be a critical exenptkm for 

educational users in die digital worU. It requires courts to exanune all die facts and 

circumstances, weighing four nonexchisive stanitoty CKton. While diere are not yet any cases 

addressing the application of ftir use U) digital distance education, a court's analysis will 

depend on ekmeas such as die subject matter of die oonite, die nature of die educational 

institution, die ways in which the instractor uses the material, and the kiials and amouais of 

materials used. Ouiddinea have in die past been negotiated among interested parties to provide 

greater certainty u to how fair use applies to education; such guklelines (ot cettafai analog uses 

were inchided in legislative history around the time of enactment of die Copyright Act. 

Other exemptiooa in die Copyright Act may exempt some distance educatioa uses ia 
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linuied circumiaiicet. but do noc tignifictmly expuid ite icope of permlned InstnictkMitl uses 

in a digital eavlroameat. Tbew include die cpbemetal tecoiding* exemptioa in section 112, 

die limitaiifiiia on exclusive rigba in sound itcotdings in section 114, and die exemption for 

cenaittsecoodaiytnuisniitsionx in section HI. Compulsory licenses could peimit distance 

educaion to use some wotks in limited ways, but ire not Ulcely to be much used. 

Two titles of the DMCA are also relevant, one providing limitations on ttie liability of 

online service provider* and die other ^(WMIshiin new technological adjuncts to copyright 

protectiofL While diese provisioo* do not aflbct die scope of permitted digital distance 

education uses, Uiey add a d^ite of security for both educational institutions and copyright 

owners disseminating and licensing material in the digital enviionmeDt. and may relate to 

exemptions in various respects. New section S12 of the Copyright Act provides greater 

ceitainty diat educational instimtions providing network access for faculty, staff, and students 

will not, merely by doing so, become liable for infrineing material transmitted over die 

network. New Chapter 12 contains a prohibition against various forms of circumvention of 

technological measures used by copyright ownen to protect dieir works, and a provision 

protecting the integrity of copyright management information. 

The international context raise* two separate inues: treaty obligations and dw inqwct 

of any amendments abroad. The major treaties that impose obligations on the United States 

with respect to copyright are die Berne Convention and die TRIP* Agreement. Both contain 

luks governing the permissibility of exceptions to copyright owners' rights. Any new or 

immrfH exemption fbr distance education should be drafted to be conqiatible with these 

standards. In addidon. die enactment of atiy new exemption will have an impact abroad, 



U8 

primirily doe to doctrim of choice of law. When an educuknal initiuioo in ibe Uniied 

SoKS uamnitt couite* lo ttudeob in otter countries, it it unclear wfaetter U.S. law wOl apply 

to such tnosmissiooi, or tte law of tte country wliere tte traniaussioa ii received, making it 

difficult for educator! to determine what use* of woits are permissible. Otter countries are 

also makiiig or considering amendmeats to their copyright laws lo address digital «w«"«* 

fdiiratiotL 

V.     niOR. DUmATIVRS ADDKESSING COPYRI^rr 
AND DIGITAL DISTANCE EDUCATION 

Two different initiatives begun in 1994 sought to devetop guidelines interpreting die 

applicatioa of fair use to educatioaal uses through digital technology. One group, initistBd by 

Cte Consortium of College and Uoiveisity Media Centers (CCUMQ and tte Agency for 

Innructiooal Technology, issued a set of guidelines in 1996 addresshig tte use of pottioas of 

copyrighted works in educational multimedia projects crested by educaton or students as pan 

of systematic learning activity at nonprofit educational institutions. Tte otter group, 

esublisbed by die Conference on Fair Use (CONFU) convened by die Administration's 

Infbimation Infirastnicture Task Force, prepared draft guidelines relating to tte perfixmanoe 

and display of copyri^ited works in distance learning classes of nonproflt educational 

iostioitions, not including asynchronous delivery over computer networks. CONFU 

considered both sets of guidelmes u proposals, but did not foimaUy adopt diem. A mndber of 

organizations and companies, however, teve endorsed one or both sets of guidelines, or use 

diem as a reference. 

In 1997, ite issue of copyright and digital distance education wu raised in Congress by 
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tbe intiodactiaii of bilb in the Howe and SeoUe proposinc an amendment to section 110(2). 

Tbe amendmenl would bave clarified tbat die exemption covered digital tnnsmlatlont, and 

would have bfoadened iti Mope, removing die limitaiion on categories of works covered, 

adding tbe rigbt of distribution, and removing tbe requirement that the transmission be made 

prmarily for reception in classrooms and by people uniMe to attend classiooms. No floor 

action was taken on these bills, but they became the subject of discussion in the Senate during 

coBsidesatioB of the WgO Copyright and Perfoimsaces and Phonograms Treaty 

IniplemefliattonAa. After intensive diacasskni among hanesled patties, it became dear that 

masqr complex and intenelatBd issues were involved dial couU not be given adequate 

coBsidefation in die time available. Congress dierefore provided for a tonger-term study in 

sectiOB 403 of the DMCA. 

VI.     SHOULD CURSEm-LAW BE CHANGED? 

A.      IteVlewiorTlKPafllcs 

The educational comnosmity (inchidfaig both educaion and academk Ubrsries) believes 

tint a change in the law is required to optimize tbe quality and availability of forms of distance 

education that take itiU advantage of today's technological capabilities. Membenofdiis 

community argue that fair use is uncertain in its application to die digital environment, and diat 

die exemptions in section 110 are outmoded and do not extend to tbe full range of activities 

involved m digital distance educatioa. Tbey report diat licensing for such uses is not woifcing 

well, and dietefbie does not offer a satisftftoiy alternative. Some educators also note diat 

distaiKe educatioa is already an expensive proposition, involving substantial start-up and 
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ni«iiit*n»iir» oMts. uiil wun tbtt Mlding ite COM of Ikmlng teet for copyrigfaied mnrriilt 

could nuke it prohibiiive. 

Copyright ownen, on the other hand, do not believe tutauxy trnentmKtt i$ necenuy 

or advisable, pointing out that digital distance educatioa is flounshing under cuneni bnv. 

They *ee the Enir use doctrine as strong and healthy, and are concerned that expending the 

sectxm 110 exemptions would harm both their primaiy and secondary markets. TheyasseR 

that mote efficient licenstng systems are devekiping. and that the tepoited dlfBmlties in 

otaining pennisdons will ease with time and experience. Finally, they argue that educaton 

who wish to use preexisting copyrigfaied ooment in dieir courses should r^ard licensing fees 

as one of dK coats of distance educatioa, congperable to die purchase of d» necessary hardware 

and software. 

There is viitual unanimity that the doctrine of fkir use is Aitly applicable to uses of 

copyrighted works in the digital environment, including in distance education. (This does not 

mean ifaat all agree u to which digital distance education activities would qualify u fek.) As 

to die nHe of gudelines, dw mesugrs were mixed. Many copyright owners recommend 

pursuing (be development of guidelines regarding die fiur use of copyrighted materials in 

digital distance education, and suggest that ftuther discussion couM be productive in achieving 

greater mutual undetstandfaig and cotaiaty. Educatioaal and library groups were less positive, 

expressing varying views. Some educators see guidelines as vahiable guides to 

decisionmaking; odier partic^Mnis are critical of the concept or doubtflil about the efficacy of 

any lesnlts. 

As to die specific instructional exemptions, copyright owners argue dial section 110(2) 
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ibould noc be cbanyed. Tliey m oeaxnti ihn > broaJenim of die exemptioB would iwult in 

die k)M of opfwctunkke 10 Ikeoie wodcf for OK ia difiul diitnoe edocatioo -1 new, 

(rowing, and poteotally tucndve muket Tliey wge thit Congictt not foteckwe die potential 

naiieei by Icfislatiag ptemaniiely or overtKoadly. 

The odier nujor concetn of copyright ownen is die increaaed risk of unaiuhorized 

downstream uses of tfaeir worics posed by digital irchnology.   Wbea wotks are distriboted in 

digital fbnn, once a student obtains aocess, it is easy to (bither distribute nadt^ copies lo 

•cquaintuees atound die wodd. Dqifntllng on the qrpe of wocfc involved and die anoimt 

used, die result could be a signiUcant impact on the marioet for sales of copies. 

Most educational and Ubiary groups, bi coidrast, sigipoR a broadening of 

sectioo 110(2). Tbey view fur use alone as eidier not dear enough or not extensive enough hi 

its applicatioD. Their prlmaiy goals are to svoM discrimination against remote site soidents in 

dieir fduratinnsl experience vis-a-vis on-siK students: to avoid discrimination against new 

lechnok>gies vis-a-vis old ones; and to avoid die difficulties in licensfaig diat many describe 

having experienced. In general, the fdiiratinnal onmrnunity seeks die following chsnges: (1) 

eliminstioo of die concept of die physical classroom as a Umitation on die availability of die 

exemptkm; (2) coverage of rights in addidon to perfotnance and display, at least to die extent 

necessary to permit digital transmissiont: and (3) expanskw of the categories of woilcs 

covered, by broadening UK performance tight exen^Kion to apply to works odwr dian 

nondtamatic literary and musical works. Some would go further, advocating an exemption diit 

allows educators to do anything by means of digital transmission diat diey can do in dc 

classroom under sectioo 110(1). libraries in particular also seek exemptions for additional 
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actMtie*, niesfiiv die importHice of bdai abte to fhw aoceas 10 dectraoic rnenm aad otl^ 

mritrrt- iMterMh in nwter tn pmvidn « tiiglwqMlhy B(fcie«tinii»l Mperienea far itudewi at 

mnoieuie*. 

As to dx risks invoNed. educatknil instiiiitiom sic willing to lake slept lo sali^nifd 

dK security of die mieriab they dissemtnite. In bet, diey point o«i dm they already make 

such efibrts; die use of password proiectioa and odxr access controls is widespread. Many 

also lequiie compUaoce widi copyrigiK potieiet and inform ttudeots, teulty and staff about tbe 

law. Finally, edncators believe dial Ucensinf should cootinue to play some role in distance 

education. 

B.      Analyds And RecMnmcndaliOH 

The analysis of whether the law sboukt be chanted is complicated by the cootatt: a 

time of rapid development in both technologie* and markets. While such nq^ devekipoMX is 

a halhnaik of die digital age, in die area of distance educatkm we are at a particalarly crucial 

point in time. Sophisticated technokigies capable of ptotectiiig coatent against unamhorized 

pott-access use are just now in devekipment or coming to market, although it b not clear when 

diey will be wklely avaihdiie in a convenient and aflbniable form that can protect all varieties 

of works. Mean«4iile, licensing systena for digital distance fdnratwn ate evolving, inrkirting 

online and collective licensing mechanismt, and initial fean are beginning to ebb. 

Many of die concemt on all skies stem from die inability to dqiend on the effective 

fiinctkining of technologkal protectMns and licensing medianisms. If tecfanokigy were Anther 

akMig, broadened exemptions coaU be less dangetoos to copyri^ owners; if Uceating were 

funher evolved, broadened exemptions could be ksa important for educators. Tbe technical 
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tool* (or boch exiit today; k will be deafer within the nest few yean Iww mocestftiUy they can 

be iaiegraiedinU) the teal world of dlsiHKeeducatioa. Given the timetable of tlte lefiilative 

process, die ijuettiOD is what step* Conficss can and should lalte in the ioierim. 

Over the course of diis study, aumerous issues have been raised and discussed. Given 

the limited time illooed, die specific mandate for the Register to consider primarily 'the need 

for an exemfXion from exclusive rights of copyright owners for distance education through 

digital iwtworks,' andtheoriginof diat mandate in proposed amendmeats to section 110(2). 

our analysis focuses on the sppropriaie treatment under copyright law of "T«>««'« delivered to 

smdeots through digital technology in die course of mediated iiHtiuction. We do not addreu 

other uses of copyrighted wocfcs in die course of digital distance education, inchiding student 

use of suppleogental or research matfrialt in digital fonn; die creation of multimedia woiks by 

leachen or students; and die downloading and retention of materials by students. Such 

activities, atdtough an imporumt pait of digital distance education, do not involve uses 

analogous to the perfbnnances and displays addressed in section 110(2). 

As a ftmdamental pttmiae, die Copyright Office believes diat emerging markets shouU 

be permittrd lo develop widi minimal government regulation. When changes in technology 

lead to die development of new markets for copyrighted works, copyright owners and usen 

should have die opportunity to establish mutually satis&ctoiy tefatinnships. A certain degree 

of growmg painv may have to be tolerated in order to give market mechanisms the chance to 

evolve in an acceptable direction. At some point, however, existing but dysftinctional markets 

may tequire adjustments in the law. Timing is dterefote key. 

The dtsiie u> let markets evolve does not mean diat die biw must remain frozen. 
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Wbeie a sttutofy ptomim intended to implaneni i puiiailar poHey it writiea in nch a wtjr 

dial it become* obeoleie due to chances in iecbnology, dw ptoviaion may require updving if 

that policy is to continue. Doing so nity be seen not ts pteeaytiug a new maitet, but u 

aoconunodating existing maikeit tttat are being tapped by new medMdt. In the view of the 

Copyright Office, section 110(2) lepiesenn an example of this phenomenon. 

The exemplioas in aectiou 110(1) and (2) embody a policy determination that 

peitoimanoes or displays of copyrighied waits fai die cowse of systematic instraction should 

be peimided without the need to obtain a Ucenae oriely on fiUr use. The technological 

rharartrristics of digital transnassions have tendered the language of section 110(2) 

inapplicable to the most advanced delivety nednd for systematic instnictioo. Without an 

•ww^wwn to accommodate these new lechixilogies, die policy behind the law will be 

At the same time, it must be borne in mind thnt existiiig law wu crafted to embody a 

balance of interests between copyright owners and usen of wotks. In order to ""'"««•" a 

comparable balance, the coverage of an exemptioa cannot be expanded widiout considering die 

impact of die expansion on maitets fbrcopyrighted works. If the law is updated to address 

' new technology, die riila poeed by that technology must be adequately taken into accomx. 

Updating section 110(2) to allow die same activities to take place using digital delivety 

mechanisms, while controlling die risks involved, would cooiiiaie die bask; policy balance 

stinck in 1976. In our view, such action is advisable. 

- Oher amendments have been suggested diat woukl go Anther, and entail vaiying 

degrees of change in legislative policy. These include expanding die exetnption lo cover more 
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caiegoriet of woria or adcUtionl exdutivc rightt beyond dKwe OKCstary for digtui delivoy, 

and otherwise resolving problems experienced In the licensing process. Hen, (he elemena of 

liming and burden of proof are critical. From a pedagogical perspective, these suggested 

expansions are desirable. From a copyright owner's perspective, they endanger primary or 

secondary markets for vahtable works. The question should not be whether users have 

established a need to expand the exemption, any more than whether copyright owners have 

established a ueeil to retain its limits, but rather whether given current cooditioiis. die policy 

balance struck m 1976 should be lecalibfaied in ceitain respects. 

We conclude that smne policy recalibratioa may be appropriate at this point, relating 

primarily to categories of works covered. In other areas, we believe that existing restrictions 

shoukl be retained and maifcets permitted to evolve, subject to fimher review. Critical to this 

conchiskm is the continued availability of the Mr use doctrine as a safety valve. 

In order to accoaa|ilish the goal of opdtting the language and die policy balance of 

section 110(2), the Copyright Office ofieis the foltowing recommendations: 

(a) Oar^ meaning of 'Iransmission. ' It shoukl be clarified through legislative 

history diat the term "tranHniaaioa* in aectioa 110(2) covers transmissions by digital means as 

well u analog. 

(b) Ejpaitd covtrage cf rifha to exunt uduoiogicalty necestary. Because the 

exemption in Its cutreot form pennhs only acts of performance and display, digital 

tiansmissknis over computer networks would not be excused. We therefore recommend 

expanding die scope of the rights covered, in order to add those needed to acromplish this type 
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of tnnamiMion. The rights of reproduction and/or diitribution should not he added in dieir 

endiety, but only to the extent lechnologicslly required in order to transmit the perfotnunce or 

display anthotized by the exemption. 

(c) Emphasize conctpt ef mediat«l instruction. An exemption that includes 

elements of the reproduction right so as to allow a snxlent to access individual works 

asynchronously raises an unintended problem. If an entire work can be viewed on a cooqmier 

screen, repeatedly, whenever a student chooses and for an indefinite duratwn. the peribnnaace 

or display could conceivably ftinction as a substitute for the purchase of a copy. In updating 

section 110(2), it is therefore critical to ensure diat die perfocmanoe or display is analogous to 

the type of performance or display diat would take place in a live clasatxxnn setting. This 

might be accomplished by amendhig paragraph (A) of section 110(2), whkh requires die 

pafoimanct or display to be 'a regular part of. . . systematic instructional activities,' (o 

focus OB die concept of mediated hMruction. Additional language couM specify diat ttc 

performance or display oust be made by or at die direction of an instructor to iUnstraie a poiat 

in, or as an integral part of, die equivalent of a class session in a particular course. 

(d) EUminale requirement (^physical classroom. In its current form, section 

110(2) requites tranamissioas to be seat to a ctassroom or similar place normally devoted to 

instruction, or to persons who cannot attend a classroom. The nature of digital distance 

educatioa, where the goal is to permit instruction to take place anywhere, makes this limitation 

cooceptually and pncticaJly obsolelB. BimiiMrii^ the physical classroom Umitatioa would 

better reflea today's realities. 

At die same time, it is important to retain meaningAil limitations on the eligible 
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Fccipienti; the perfbnnuices or displays should HOC be nude available to the genenl public. 

We recommefid permitting transmissions to be made to students officially enrolled in the 

course, regardless of their physical locatioa. Since today's digital and scrambling technologies 

allow transmissions to be targeted more precisely, the requirement should be added that the 

transmission must be made solely, to the extent technologically feasible, for reception by the 

defined class of eligible recipients. 

(e) Add new it^guaris u couittema new risks. Because the transmisaioo of 

works to students in digital form pose* greater risks of uncontroOed copying and distribution, a 

broadened exemptkn could cause harm to markets beyond dw pnmary educational market. It 

is therefote critical, if section 110(2) is expanded to cover digital transmissions, that 

safeguards be incorporated imo the statute to minimi?e these risks. We reconmiend inctading a 

number of safeguards as conditions on the applicability of the exemption: First, any transient 

copies permitted under the exenq)tion should be letained for no longer than reasonably 

necessary to complete the transmissioo. Second, those seeking to invoke the exemption should 

be requited to institute policies regarding copyright; to ptovkle informational materials to 

fKulty, students, and relevant staff members that accurately describe and promote compliance 

with copyright law; and to provide notice to students diat materials may be subject to copyright 

protection. 

Third, when works ate transmitted in digital form, technological measure* shouM be in 

place to control unauthorized uses. In order to effectively limit the risks to copyright owners' 

markets, these measures shouM protect against both unauthorized access and unauthorized 

dissemination after access has been obtained. The exemption shouM require the transmitting 
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iostinitlon to apply such menum, dnetlbed in itanple and Kclmology-nenlTal language. 

Because no teduwlogy is one faundred percent effective, only measures that 'leasoaably* 

prevent these acts should be requiied. In addition, the law should impose an obligation not to 

iotemionaUy inteifere with protections applied by the copyright owners themselves. If 

copyrighted works are to be placed on nerwoits, and eicposed to the resulting risks, it is 

appropriate to condition the availability of the exemptioo on the application of adcqiiatr 

technological protectioiB. 

09 MaiiUain exhtbtg ttmdanb aftUgMUiy. An educational instinition most be 

'nonprofit' to be eligible for the exemption in section 110(2). There wu exteiKive debate 

over the appropriateness of retahiing die 'noiqntifit' requirement, aod/or adding a requirement 

of accreditation. In the area of digital distance education, d>e linea between for-profit and 

nonprorit have bhined. and the issue has arisen as to how to guarantee the bona fides of an 

entity that is entitled to the exemption at a time when anyone can transmit educational material 

over the Internet. The Copyright OfRce is not convinced at this ponit that a change in the law 

Is desirable, given the policy implications of permitting commercial eixities to profit Ihxn 

activities using copyrighted works without compensating the owners of those works; the 

potential inconsistency widi other provisions of the Act, inchiding section 110(1), that refbr to 

'nonprofit educational instimtiotts': and the DMCA mandate to consult specifically with 

nonprofit educational institutions and nonprofit libraries and archives. This is nevettheleas an 

important and evolving issue that deserves further attentioiL 

(g) Expand categories cf works covered. One of the most difficult issues to 

resolve is whether to expand the categories of works exempted from the performance right 
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beyond the cuntnicovenie of nondkimMicIitenfy tad mutkalwaria. On the one hand, 

pedagogical oonndentioiit militale aftiiM coatiiMiBg to limit Ite On 

the other hand, dK existing dlitinctioiit have been embedded m the law for moie than twenty 

yean, baaed on the potentially greater maitet harm to woib such as dramatic works or 

audiovisual wofia. The question is why diis policy judgment should be altered now. 

The main categories of worics that could be affected by an expansion are audiovisual 

works, sound recordings, and dramatic literary and musical worics. In terms of primary 

markets, educational licenaiiig may represeat a m^jor source of revenue only for educational 

videos. The potential effect on secondary markets, however, remains a serious coiKem foi all 

such works. This concern bu been exacerbated beyond die threats perceived in 1976 by the 

capacities of digital technology. For entenainmem products like motion pictures, transmission 

couU well substitute for siudeitfs paying to view diem elsewhere, and if digital copies can be 

made or disaeminated. cauM affect die broader public market 

The considerations are different for sound recordings than fbr other categories. 

Because there wu no public perfoimince ri^ for sound recordings wben section 110(2) was 

enacted in 1976, educators were free to transmit performances of sound recordings to students 

(assuming die use of any other work embodied in die sound recording wu authorized by 

stanne or license). When owners of sound recordings were granted a limited public 

performance right in 1996, there wu no discussion of whether sound recordings should be 

added to the coverage of section 110(2). This issue dus represents a new policy question diat 

hu not yet been considered, rather dian a poteaial change in a judgmem already made. 

It is die exclusion of audiovisual works, however, about which educators express die 

strongest concetn, in part due to difficulties in obtaining licenses for digital uses from motioa 



picture praducen. Moteovw, u digkil ditiaiice educatkM UMS mofc iwnlrimwlii woria, 

wbich incotponte ludiovmial wotks and nay be coatidcrcd mdlovoul wotta liieBaeivei, the 

fiikue CO cover this caiegocy mey have an Jacnaiiin inpact. 

Oa IwUnce we wftett a coaiiitoniiae. If audiovisiial and oilier wotto are added, k 

should be done in a Ibniied way. widi greater restrktioM than section 110(2) currently impocet. 

Thus. *ectk» 110(2) could be amended to allow peifonnance* of categories in addition to 

noodramaticliiemy and musical worics. but not of entire woria. An expanded exenpdan 

should cover only the performance of reasonable and limiied poitioaa of these additiaaal worics. 

It i* inpoftaat to note that under die current language of seciiaa 110(2). die poitioa 

perfbnned would have to be the subject of study in the course, latber than mere eotertainmeiK 

for the students, or unrelated background or transitioaal material. This requirement, coabined 

widi the limitation on the amoust of die work that could be used, should fiirther serve to limil 

any impact on primary or secondary markets. It neveitheless may be advisable to excfaide diose 

worts diat are produced primarily for instructional nse. For such woiks, unliks ettataiBmea 

produca or materiab of a general educational nature, the exemption could stgnaficaady cut iao 

primary maikets, impairing incentives to create. 

(h) Reqidn use of ItmfiU copies. If die categories of works covered by sectioo 

110(2) are expanded, we recommend an additional sateguard: reqidring dK perfonnanoe or 

display to be made firom a lawfkil copy. Such a requirement is already contained in section 

110(1) far the perfotmance or display of an andioviaual work in the claaanxm. 

(I> Add new ephemeral recor^ng exempiUm. Finally, in order to allow the 

digital distance education ttiat would be permitted under section 110(2) to take place 

asynchronously, we recommend adding a new lubaection to sectioa 112, the ephemeral 
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reconUngt excaoptioo. Tbe new MtMectioo wouU pennb an educator to iqilowl * copyrigbKd 

wocfc aao a saver, (o be aubaequeolty tnumiined nnder the coofUtkHM wt cut fai Mctkni 110(2) 

to students enrolled in IKT course. The benefit of tiie new subaectxm should be limiied to aa 

ei>it]r eotitled to tnnsmit a perfbtmance or dis|day of a work in digital Corm under section 

110(2). Various limits dwuld be imiKMed similar to those set out in odier subsections of section 

112. including the requirements that aiqr such copy be retained and used solely by die entity dat 

made it; diat ao fintber copies be reproduced Cram it (except the transient technologically 

necessary copies dot would be permitted by sectioa 110(2)); dot the copy be used solely Itor 

transfflisaioni audwrized under section 110(2); and Out teteatioM of die copy be limited in time, 

remaining oo ds server in a (bim acocaaible to stndems only for die duratlaa of die coarse. In 

addition, die reproductioa should have to be made ftom a lawfid copy. Finally, die eaiity 

making die reproduction ahookl not be permitted to remove technological proiectioni applied by 

tbe copyrigbt owner to prevem subaequem unlawful copying. 

2.     ri.ri«w-.tw«.ofp»i,Uie. 

Because there is confiisioa and misunderstanding tbooi die Cdr use doctrine, inchiding 

die Anction of guidelines, we believe it is impottam for Coogreas to provide some clarification. 

The suiutoty language of section 107 is technology-neutral, and does not require smmJmrm. 

But if any legislative actioa ia taken widi regard to diaiance education, we "^"•'•!fi"f diat 

report language expliciUy address certain Cur use principles. 

First, the legislative bislaiy shouU confirm diat the Cur oae doctrine is technology- 

neutral and applies to activities in die digital environmenL It might be uaeAil to provide some 

examples of digital uses diat are likely to qualify u bir. It shouhl be explained that dw lack of 

established guUelines for any particular type of oae does not mean diat fidr we is inapplicable. 
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Finally, (he fcUtioiiship of gnldcUiiH to <Ur uie ind other ititutocy defciiMs ihMild be 

clarified. The public stMuU undeniaiid tbal guideline* m laeoded u a safe baitKir, ladcr 

than a oeiUn( on what is petmlded. 

Although flexibility i* a major benefit of the fw oae doctrine, dw corollary it a degree 

ofuiKcitainty. This drawback ii exaceibMed by the cooteit of new lechnoiofiea, where little 

case law is available. In the analog world, efbrts such as die photocopying and off-air taping 

guideline* have proved helpftil in giving practical guidance for day-to-day decisionmalung by 

educators. The Copyright OfHoe beUeves that additional diacosaion amoog the iaercMed 

patties of Cur use as applied to digkal distance cJuration could be productive in achieving a 

greater degree of coosensus. in the past, eflbtts to develop guidelines have been socoesslU 

where a consistent group of paiticlpantt worked widiln a stnic&ire cstaUiabed under die 

auspices of a govenaneat agency, with sane directioa provided by Congrew. 

3.       I »..m.i^ u^^ 

The fact that digital techwlagies hnpoae new COM* on delivering distance edncatfcM does 

not itself justify shandonhtg or regulating the kmg-sianiUng licensing system. Digital distance 

educatioa entails die use of computer hardware and software, and die employinei* of trained 

suppon staff, all of which coat money. Digital distance education may also entail the use of 

pieexistiag copyrigbled works. This coiaent is at least as vahiabie as the faifhMtnictnre to 

deliver it, and lepiesenti another cost to be calculated in the equation. 

The critical question here is whedier Uie maikets in which distance edncaws piiticlpale 

aredysftinctional, and if so, to a degree that calls for a legislative remedy. WUle die proMems 

experienced in licensing are not unique to digital distance education, they are heightened in die 

digital context due to ftcton such as fear about increased risks: lack of cettafaay as to die scope 
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of pce-digtul tnntfen of rights; and general un&miliarity with new uses. Many of these 

bctors should diminish with time and experience, and there are some indications that this is 

already happening. In addition, online and collective licensmg for digital uses will increasingly 

faciliute transactions. Nevertheless, problems will persist for the foreseeable fiiniie, as long as 

risks are perceived u high or benefits low. 

One of the problems ideatified by educators has special characteristics that can block the 

functioning of the marketplace. Where the owner of die work simply cannot be located, there is 

no opporainity to negotiate. Partiodarly because the problem of such 'orphan works* may 

become more acute due to longer copyright terms and the expanded audience for older works 

made possible by digital technology, we believe that the time may be ripe for Congressional 

attentiott to this issue generally. 

We have not otherwise seen sufficieiii evidence of a need for a legislative solution 

moving away from the general free market approach of current law. Given the state of flux of 

online licensing systems and technok>gical measures, and the wanmg influence of the elements 

of fear and unfamiliarity, problems of delay and cost may subside to an acceptable level. At 

this point in time we recoomend giving the market fbr licensing of nonexempted uses leeway to 

evolve and mature. Because the field of digital distance education is growing so quickly, and 

effiective Ikensing and technokigies may be on die horizon, we suggest revisiting the issue in a 

relatively short period of time. 

In making these recommendations, the Copyright Office is mindful of die ccnstraints of 

U.S. treaty obligations. In our view, the relevant criteria of the Berne Convention and the 

TRIP* Agreement are (undameoially in hannooy with domestic policy coosideratioos. We 
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believe thai our recommeadatioiii aic Ailty coosistem with these criterii, ind would DM alter 

the ftmdamental balance of either Mctioii 110(2) or 112, which have been pan of U.S. law for 

more than twenty years. 

The balance strode in U.S. law will have an importance beyond our borders, both 

ttntwgh its potential application abroad and as a model for other countries examining die issue. 

Whether a distance education transmission initiated in one country and sem to a student in 

another couoDy constitutes an inftingemeu, falls widiin a collective or compulsory licensing 

scheme, or is rjumptei, will depend on which country's law a court applies. This means bodi 

that the scope of the exemptions in the U.S. Copyright Act may have an impaa on ftoieign 

maricets for U.S. worics, and that U.S. copyright owners and users have an faitetest in die scope 

of exesqiiions or statutory licensing rules adopted in foreign laws. 

o 
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